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Finnish  parties 
start  talks  to  form 
i new  government 

The  leaders  of  Finland's  largest 
political  parties  embarked  on  a 
series  of  negotiations  aimed  at 
forming  a new  government  fol- 
lowing an  inconclusive  general 
election.  Europe,  Page  3 

Taiwan  exports  and  output  boost 
Taiwan  announced  unexpectedly 
high  growth  in  export  orders  and 
industrial  output,  raising  hopes 
that  it  has  weathered  the  worst 
of  Asia's  economic  storm. 
Asia-Pacific,  Page  6 

US  food  aid  for  N Korea 

The  US  is  to  provide  100,000 
tons  in  new  food  aid  for  North 
Korea.  The  announcement  came 
five  days  after  Washington  set- 
tied  a nuclear  dispute  with 
Pyongyang. 

Kong  Kong  in  new  Cyberport  row 
Hong  Kong's  government  has 
attracted  further  criticism  over  rts 
Cyberport  project. 

World  trade.  Page  4 

* Accord  on  product  guarantees 
The  European  Union  has  agreed 
a draft  law  that  will  entitle  con- 
sumers in  the  15  member  states 
to  a two-year  guarantee  on  pur- 
chases. Europe,  Page  2 

Portugal  warning  over  Macao 

Portugal  and  China  appear  to 
have  run  into  snags  in  the  count- 
down to  the  handover  of  Macao. 
At  the  end  of  a five-day  visit  to 
the  enclave,  Portuguese  presi- 
dent Jorge  Sampaio  said  he 
might  not  attend  the  handover 
ceremony  if  disagreements  were 
not  satisfactorily  resolved. 
Asia-Pacific,  Page  6 

Barak  tries  to  unite  Israel 
Ehud  Barak,  leader  of  Israel’s 
opposition  Labour  party,  beefed 
up  his  campaign  to  defeat  Benja- 
min Netanyahu  in  the  May  elec- 
tions by  launching  the  "One 
Israel"  movement.  It  hopes  to 
unite  supporters  from  the  left  and 
centre,  Jews  and  Arabs. 
International,  Page  5 

„ UK  bans  Kurd  TV  station 
•s  Turkey  scored  an  important  vic- 
tory against  the  Kurdish  Workers 
party  when  Britain  suspended  the 
broadcasting  licence  of  Med-TV, 
a Kurdish  television  station 
accused  by  Ankara  of  inciting 
recent  bomb  attacks. 

Europe,  Page  3 

Two-horse  race  for  top  trade  job 
Mike  Moore,  former  New  Zealand 
premier,  and  Supachai  Panitch- 
pakdi,  Thailand  deputy  prime 
minister,  are  battling  it  out  to 
become  next  director-general  of 
the  World  Trade  Organisation 
after  Morocco  withdrew. 

World  trade.  Page  4 

China  rejects  espionage  claim 
China  intensified  its  criticisms 
over  US  allegations  of  espionage, 
dismissing  charges  that  it  stole 
nuclear  secrets  from  American 
laboratories  as  ignorant,  arrogant 
and  absurd. 

Asia-Pacific,  Page  6 


LTCM  and  Russia 
turmoil  costs  UK 
banks  $12.2bn 

The  near  collapse  of  Long  Term 
Capital  Management,  the  US 
hedge  fund,  and  the  Russian 
government's  debt  default  last 
year  caused  UK-based  banks  to 
suffer  trading  losses  of  £7.5bn, 
(Sl2.2bn).  Page  20;  Taylor  pay- 
off, Page  21 

The  Hong  Kong  government 
attracted  renewed  criticism  over 
the  awarding  of  the  Cyberport 
information  technology  project  to 
the  son  of  a property  developer. 
International  trade;  E- 
commerce  battle,  Page  4 

Mori,  the  Japanese  property 
developer,  has  again  delayed 
construction  of  the  world's  tallest 
skyscraper,  the  Shanghai  World 
Financial  Centre.  Asia- Pacific 
companies,  Page  24 

Canada's  four  Atlantic  telephone 
companies  are  to  merge,  forming 
the  country's  third-largest  carrier. 
US  and  Canadian  companies, 
Page  22 

Lany  Summers,  deputy  US 
Treasury  secretary,  pledged  to 
tackle  tax  shelters  that  are  cost- 
ing the  government  billions  of 
dollars.  US  news,  Page  8 

Commerzbank  of  Germany  plans 
to  raise  more  than  €2.4bn 
($2.6bn)  in  preparation  for  possi- 
ble acquisitions.  Page  21 

TiAA-Cref,  the  world's  largest 
pension  provider.  Is  urging  share- 
holders of  Lubrizof  to  join  it  in 
voting  against  the  US  speciality 
chemical  company's  anti- 
takeover  provisions. 

US  companies,  Page  22 

Arthur  Andersen  reported  a 19  per 
cent  increase  in  1998  revenues 
to  E465m  ($758m)  - a strong 
performance  and  further  evi- 
dence of  the  firm's  ability  to  put 
aside  its  long-running  divorce 
proceedings  with  Andersen  Con- 
sulting. UK  companies,  Page  30 

Airbus,  the  four-nation  European 
aircraft  manufacturer,  extended 
its  conquest  of  the  Spanish  mar- 
ket by  signing  a preliminary  deal 
with  Spanair  airline  for  up  to  45 
aircraft  worth  S22bn. 
International  trade.  Page  4 

Gucci,  the  embattled  Italian 
fashion  company,  is  to  enter  dis- 
cussions with  LVMH  over  an 
$81-a-share  cash  offer  from  the 
French  luxury  goods  group  which 
values  Gucci  at  $8 bn.  Page  21; 
Lex,  Page  20 

Banca  Commerciale  Italians  and 
Banca  di  Roma  appeared  set  to 
agree  to  separate  mergers  with 
UnrCnedlto  ftafiano  and  San 
Paolo-1  Ml.  European 
companies.  Page  28 

TUT  Post  Group  shares  slipped 

5.6  per  cent  as  the  Dutch  mall 
and  express  delivery  group  fore- 
cast that  net  profits  this  year 
would  increase  by  only  10-15  per 
cent  European  companies. 

Page  28 
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US  seeks  sanctions  over  EU  beef  ban 
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By  Guy  da  Jonquieres  in  London  and 
Haney  Dunne  in  Washington 

The  US  yesterday  stepped  up 
pressure  on  tbe  European  Union 
over  trade  by  taking  tbe  first 
steps  towards  imposing  sanctions 
on  European  exports  in  retalia- 
tion for  the  EU's  ban  on  hor- 
mone-treated beef. 

Tbe  move,  which  follows  last 
month's  US  decision  to  start 
implementing  sanctions  against 
the  EU  in  their  conflict  over 
bananas,  involved  publication  of 
a preliminary  list  of  mainly  agri- 
cultural exports  that  could  be 
subject  to  100  per  cent  tariffs. 

Exports  on  tbe  list  include 
beef,  poultry,  ham.  sausages. 
Roquefort  cheese,  pate  de  foie 
gras,  truffles,  tomatoes,  canned 
fruits,  flowers,  mineral  water, 
chewing  gum  and  motorcycles. 


The  US  says  the  annual  value 
of  European  exports  on  the  list 
exceeds  $900m.  although  this  is 
expected  to  be  reduced  to  ahout 
S300m  after  further  consultations 
with  US  industry. 

In  contrast  to  tbe  EU's  angry 
reaction  to  US  measures  over 
bananas,  yesterday's  announce- 
ment drew  a low-key  response 
from  Brussels. 

“This  is  a procedural  step 
which  the  US  is  entitled  to  take." 
a spokesman  for  Sir  Leon  Brit- 
tan.  acting  trade  commissioner, 
said. 

“The  key  thing  is  that  we  need 
to  keep  on  talking  with  the  US  to 
try  to  find  a solution,  because  a 
further  trade  dispute  is  not  in 
anyone's  interest." 

Senior  US  officials  said  they 


also  wanted  to  settle  the  dispute 
and  were  ready  to  continue  talks 
on  proposals,  including  tbe  label- 
ling of  US  beef  exports  to  the  EU. 
that  would  lead  to  the  11-year-old 
ban  being  lifted. 

They  said  that  yesterday’s 
announcement  was  a precaution- 
ary move,  designed  to  protect  US 
rights  in  the  World  Trade  Organi- 
sation. in  the  event  that  no  settle- 
ment was  reached  by  mid-May. 

Tbe  EU  has  until  May  13  to 
comply  with  a WTO  ruling  that 
the  ban  violates  trade  rules, 
because  it  is  supported  by  no  sci- 
entific evidence  that  hormone- 
treated  beef  is  unsafe. 

The  US  says  if  no  settlement 
can  be  reacbed  by  May  13,  It  will 
ask  the  WTO  for  authorisation  to 
implement  tbe  sanctions. 


The  EU  has  admitted  that  it 
will  be  unable  to  meet  the  WTO 
deadline  for  compliance  because 
it  will  not  have  completed  scien- 
tific assessments  designed  to  test 
tbe  safety  of  hormone-treated 

beef. 

It  has  proposed  several  interim 
options  including  making  the  ban 
protisionaJ:  lifting  it  and  label- 
ling beef  imports;  and  keeping  it 
while  offering  the  US  and  other 
beef  exporters  compensation. 

Peter  Sober,  the  top  US  trade 
negotiator,  said  that  Washington 
was  prepared  to  consider  com- 
pensation by  the  EU.  but  only  as 
a short-term  measure  until  the 
ban  was  lifted. 

Talks  between  the  US  and  EU 
on  a solution  have  so  far  focused 
on  possible  labelling  schemes. 


However,  the  two  sides  are  still 
far  from  agreement. 

The  EU  has  rejected  as  inade- 
quate a US  proposal  that  all  its 
beef  exports  be  labelled  to  show 
their  national  origin,  while  Wash- 
ington says  it  cannot  accept 
Brussels'  demands  that  labels 
show  that  beef  has  been  hor- 
mone-treated. 

Meanwhile,  the  US  said  yester- 
day that  it  had  dropped  a threat 
to  challenge  in  tbe  WTO  Japan's 
recent  derision  to  impose  1.000 
per  cent  tariffs  on  its  rice 
imports. 

Mr  Scher  said  the  US  accepted 
that  Japan  did  not  plan  to  change 
its  tariff  levels  but  was  seeking 
assurances  that  US  rice  exports 
to  Japan  would  not  fall  below 
levels  during  the  past  four  years- 

Product  details,  wwwJTcom 


PREMIER  THROWS  BRITISH  SUPPORT  BEHIND  FORMER  ITALIAN  PRIME  MINISTER 

UK  backs  ‘reformist’  Prodi 
for  Commission  presidency 


By  PMip  Stephens  and 
Robert  Peston  hi  London 


Tony  Blair.  Britain's  prime  that  we  take  it  unless  we  had 
minister,  yesterday  gave  someone  of  the  highest  possible 


unequivocal  backing  to  the  candi- 
dacy of  Romano  Prodi.  the  for- 


pean  leaders  were  in  danger  of  dent  and  a likely  timetable  for 
rushing  the  decision.  Mr  Biair  it”.  Officials  played  down  wide- 
said:  “I  would  not  be  suggesting  spread  reports  that  Bonn  had 
that  we  take  it  unless  we  had  already  put  its  weight  behind  Mr 
someone  of  the  highest  possible  Prodi.  They  said  Mr  Schroder  felt 
calibre."  that  Germany,  as  the  country 


calibre." 

The  powerful  backing  for  Mr 


holding  tbe  EU  presidency, 


mer  Italian  prime  minister,  for  Prodi  coincided  with  renewed  should  be  able  to  play  the  honest 


the  presidency  of  the  European 
Commission. 

In  comments  that  reflected  his 
government’s  increasing  confi- 


insistence  by  Mr  Blair  that  the 
resignation  of  the  present  Com- 
mission must  act  as  a catalyst  for 
fundamental  reforms.  As  well  as 


dence  that  Mr  Prodi  will  secure  putting  in  new  systems  of  finan- 


broker  and  not  push  any  one 
candidate. 

Mr  Prodi  said  last  night  he  did 
not  expect  a derision  to  be  taken 
at  the  summit.  Rather,  it  would 


tbe  post.  Mr  Blair  said  this  dal  controls,  the  Berlin  summit  be  postponed  until  after  Easter. 


week’s  Berlin  summit  must  give  should  deliver  a mandate  to  the 
the  new  Commission  president  a incoming  president  on  the  scope 
full  term,  which  in  effect  would  of  the  Commission's  remit.  That 


last  5S  years. 

European  Union  leaders  should 
also  produce  a specific  mandate 
for  reform  covering  both  the 
management  of  the  Commission 
and  its  policy  priorities. 

Mr  Blair  told  a group  of  Euro- 
pean journalists:  "I  have  always 
made  it  clear  that  Romano  Prodi 
has  all  the  qualities  to  be  an 
excellent  president  of  the  Com- 
mission." He  was  both  "a  highly 
able  man"  and  a “reformer". 


would  include  strengthening  the 
principle  of  subsidiarity  under 
which  decisions  are  left  to 
national  governments. 

Mr  Blair  was  cooler  on  the  idea 
of  any  shift  in  the  relative  pow- 
ers of  the  EU's  institutions.  He 
said  the  European  Parliament, 
which  has  so  far  emerged  as  the 
victor  of  the  upheavals  in  Brus- 
sels. remained  relatively  remote 
from  its  electorate.  Defending  the 


The  UK  government,  mean- 
while. gave  its  backing  to  a 
modest  change  in  the  way  contri- 
butions to  the  EU  budget  are 
calculated,  which  would  give 
greater  weight  to  tbe  relative 
gross  national  products  of 
member  countries 
This  would  reduiv  the  r'K's 
contribution.  However.  Mr  B: . 
continued  to  insist  that  the  has1 
mechanism  for  calculating 
Britain  contentious  budget  rebate 
- or  abatement  - should  not 
change.  He  said  the  rebate 


powers  of  the  Council  of  Minis-  merely  protected  Britain’s  posi- 


Mr  Blair  praised  the  skills  of  ters.  he  added  that  national  gov-  tion  and  even  after  enlargement 
other  mentioned  contenders  - emments  and  parliaments  were  of  the  EU  it  would  remain  the 


among  them  Wim  Kok.  tbe  Dutch 
prime  minister  - but  indicated  he 
thought  these  potential  rivals  to 
Mr  Prodi  were  unlikely  to  stand. 
The  choice  was  not  a foregone 
i of  Kosovo  conclusion,  “but  I've  said  what  I 
Picture:  Reuters  I think".  Pressed  on  whether  Euro- 


closer to  the  people. 

Gerhard  Schroder,  the  German 
chancellor,  would  not  be  drawn 
on  Mr  Prodi's  candidature.  He 
said  the  Berlin  summit  “aimed  to 
set  out  the  procedures  for 
naming  a new  Commission  presi- 


second  largest  net  contributor. 
Additional  reporting  by  James 
Blitz  in  Rome  and  Haig  Simonian 
in  Bonn 

Bonn  cautious  on  summit,  Page  2 
Blair  seeks  new  beginning,  Page  8 


US  cable  groups 
agree  $60bn  deal 


By  Christopher  Parkas 
in  Los  Angeles 

Comcast,  a leading  cable 
television  operator  part-owned  by 
Microsoft,  is  to  buy  rival 
MediaOne  in-  a S60bn  (€65 bn) 
stock  and  debt  deal  that  may- 
help  speed  the  delivery  of  a wide; 
range  of  electronic  services  to  US 
homes. 

Following  completion  of  the 
purchase  of  Tele-Commaiu ca- 
tions Inc  by  AT  & T-,  the 
long-distance  telephone  group,  it 
marks  a further -stage  in  the 
rapid  consolidation  of  the 
national  network  of  two-way 
pipelines  providing  television, 
telephone  and  internet  signals. 

The  acquisition,  which 
includes  assumption  of  <7bn  of 
MediaOne  debt,  is  the  cable 
industry's  biggest  to  date,  and 
will  bring  Comcast's  subscriber 
total  to  11m,  drawing  services 
from  a network  that  passes 
almost  a)  per  cent  of  US  homes. 
It  will  also  combine  entertain- 
ment and  electronic  commerce 
assets,  which  include  Comcast's 
QVC  television  and  online  shop- 
ping networks,  sports  teams  and 
the  El  entertainment  network. : 

MediaOne.  spun  off  in  1997 
from  the  US  West  regional  tele- 
phone company,  also  owns  25  per 


cent  of  Time  Warner  Entertain- 
ment. a division  with  assets 
including  large  cable  systems, 
■the  HBO  TV  services  and  the 
Warner  Bros  film  and  television 
production  studio. 

Group  executives  said  gtey 
expected  to  resume  negotiations 
to  form  a joint  venture  with 
AT&T,  which  is  bidding  to  use 
cable  fo  bypass  regional  tele- 
coms" companies  expensive  con- 
nections to  the  residential  mar- 
ket But  they  also  suggested  they 
may  be- able  to  provide  telephone 
services  from  their  resources. 

Yesterday's  announcement 
prompted  a sharp  rise  in-  cable 
company  stocks  as  investors  read 
the  move  as  a cue  for  more  con- 
solidation and  higher  valuations. 

The -companies  last  year  bad 
combined  revenues  of  $8bn  and 
operating  cash  flow  of  $2.4bn. 

Christopher  Price  in  London 
reports:  The  merger  prompted 
speculation  on  tbe  future  of  two 
of  MediaOne's  UK  investments: 
Telewest  Communications,  a 
cable  operator,  and  0ne-20ne.  a 
mobile  phone  company.  Shares  In 
Telewest,  In  which  MediaOne 
holds  a 29-9  per  cent  stake,  rose 
15?<p  to  253V<p  on.  the  news. 

Now  elite,  Page  22 
Lex,  Page  20 
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AGENDA  2000  SCHRODER  PLAYS  DOWN  HOPES  FOR  ACCORD  ON  REFORMS  AND  CHOOSING  SANTER'S  SUCCESSOR  ■ UK  REBATE  LIKELY  TO  CAUSE  DISCORD  ^ONgjj^MBEBSTATES 


Bonn  cautious  on  EU  summit  prospects 


By  Haig  Sfamman  in  Bonn  and 
UchaeJ  Smith  in  Brussels 

Tbe  German  government 
yesterday  sounded  a cau- 
tious note  ahead  of  this 
week's  crucial  Berlin  sum- 
mit on  the  reform  of  the 
European  Union’s  0 nances 
and  farm  and  regional  poli- 
cies. Bonn's  subdued  tone 
contrasted  with  the  more 
optimistic  statements  by 
ministers  last  week  on  the 
chances  of  agreement  on  the 
ELTs  ambitious  Agenda  2000 
reform  package. 

Officials  yesterday  warned 


of  big  barriers  to  reaching 
an  accord  on  cutting  farm 
expenditure,  redistributing 
national  EU  budget  contribu- 
tions and  capping  regional 
aid  - three  pillars  of  Agenda 
2000  due  to  be  discussed  in 
Berlin.  "There  is  no  guaran- 
tee of  success,"  said  one 
senior  official.  Gerhard 
SchrOder,  German  chancel- 
lor. who  has  been  touring 
EU  capitals  to  gauge  the 
chances  of  success,  also 
played  down  the  prospects  of 
naming  a new  Commission 
president  in  Berlin  to 
replace  Jacques  San  ter. 


His  downbeat  remarks  fol- 
lowed a strained  meeting 
with  Jacques  Chirac,  the 
French  president,  last  Fri- 
day, at  which  a gulf  was  still 
evident  between  Bonn  and 
Paris  on  many  issues. 

Agriculture  remains  the 
most  contentious  topic 
between  the  two  capitals,  in 
spite  of  earlier  apparent 
progress  by  EU  farm  minis- 
ters. with  France  most  con- 
cerned about  milk  prices  and 
quotas. 

The  officials  also  refuted 

press  reports  that  tbe  chan- 
cellor bad  reached  an  Infor- 


mal agreement  with  Tony 
Blair,  the  British  prime  min- 
ister. to  play  down  demands 
to  cut  the  UK's  special  EU 
budget  rebate  at  the  summit. 
The  UK  rebate  remained  on 
the  agenda,  officials  said. 
"Almost  all"  member  states 
felt  the  rebate  no  longer  cor- 
responded to  the  "new  reali- 
ties” of  the  EU.  said  one 
adviser  to  the  chancellor. 

The  chances  of  securing  a 
cut  in  Bonn's  substantial  EU 
budget  net  contributions 
also  appeared  to  have 
receded  alter  weekend  com- 
ments by  GUnter  Verheugen, 


Europe  minister,  that  the 
government  had  only  limited 
expectations, 

The  pessimistic  tone  may 
be  partly  a reaction  to  tbe 
more  upbeat  mood  of  last 
week,  when  EU  governments 
sought  to  play  up  the 
chances  of  unity  after  the 
surprise  resignation  of  the 
Commission.  Stark  differ- 
ences between  EU  capitals 
appear  to  have  come  tnto 
sharp  relief  as  the  Berlin 
summit  approaches. 

Appearing  before  the 
European  parliament  in 
Brussels  for  the  first  time 


since  his  resignation,  Mr 
Santer  yesterday  defended 
his  own  record  and  that  of 
his  fellow  commissioners, 
saying  they  had  “tried 
harder  than  any  before  us  to 
improve  the  Commission's 
workings". 

Although  less  defiant  than 
in  speeches  last  week,  he 
expressed  disappointment 
about  the  conclusions  of  the 
committee  of  experts  whose 
report  led  to  the  Commis- 
sion's resignation.  Joschka 
Fischer,  German  foreign 
minister,  told  parliament  he 
supported  Mr  Santer. 


Brussels  halts  report  on  economy 


The  European  Commission 
has  halted  work  on  a 
critique  of  the  European 
Union  economy,  including 
government  policies, 
following  the  resignation  of 
its  20-strong  executive  last 
week,  writes  Michael 

Smith. 

Commissioners  fear  it 
would  be  considered  too 
politically  sensitive  in  the 
light  of  their  decision  not  to 
take  any  big  fresh  initiatives 
before  a replacement  college 
of  commissioners  is 
appointed. 

A meeting  of  their  senior 
aides  scheduled  for  today 


has  been  cancelled. 

Although  some 
governments  may  be 
relieved  they  will  escape 
direct  criticism,  which  was 
expected  in  the  report  most 
are  likely  to  be  concerned 
about  loss  of  guidance  in 
the  development  of 
economic  and  monetary 
union. 

Another  potential  casualty 
of  last  week's  Commission 
resignation  is  an  early  EU  ~ 
decision  on  loans  to  enable 
Ukraine  to  shut  down  a 
nuclear  reactor  at  Chernobyl, 
site  of  the  world’s  worst 
nuclear  accident 


Accord  on  product  guarantees 


'British  cheque’  arouses  ire 

The  UK  is  fighting  a staunch  rearguard  action  against  redefining 
the  terms  of  its  EU  budget  rebate,  writes  Quentin  Peel 


Net  contributions  before  and 
after  the  IK  rebate 


states  to  the  poorer,  such  as 
Greece.  Portugal,  Spain  and 


By  Mchael  Smith 

The  European  Union  has 
agreed  to  a draft  law  that 
will  entitle  consumers  across 
tbe  15  member  states  to  a 
two-year  guarantee  on  goods 
purchased,  quadrupling  the 
mandatory  warranty  period 
in  some  countries. 

Under  Lhe  first  law  the  EU 
has  approved  in  principle 
since  lak  week’s  resignation 
of  the  European  Commis- 
sion, buyers  of  defective 
goods  will  be  able  to  demand 
repair  or  replacement  of  a 
faulty  product  If  this  proves 
impossible,  they  will  be  enti- 
tled to  price  reductions  or 
their  money  back.  Second- 
hand goods  will  be  guaran- 
teed for  a year. 

Although  welcomed  by 
consumer  organisations, 
business  has  attacked  the 
directive,  due  to  come  into 
effect  on  January  1 2002,  for 
imposing  costs  that  could 
lead  to  factory  closures  and 
higher  prices. 

The  legislation  was  quietly 
agreed  last  week  by  tbe  EU’s 
15  member  states  and  lead- 
ers of  the  European  parlia- 
ment under  "co-decision” 
procedures,  by  which  coun- 
tries and  parliament  share 
decision-making  authority. 

Final  approval  by  the  par- 
liament and  council,  com- 
prising member  states,  is 
considered  a formality. 


By  Mchael  Sm  ith 


Farmers  were  infuriated  by 
a tentative  deal  on  farm  aid 
reform  agreed  this  month  by 
European  Union  agriculture 
ministers.  But  the  worst 
may  yet  be  to  come. 

Germany,  holder  of  the 
EU’s  rotating  presidency,  is 
determined  to  force  cuts  in 
the  farm  ministers'  package, 
and  says  €7bn  ($7.6bn)  of 
reductions  are  needed  for 
the  period  2000  to  2006  to 
ensure  a budget  freeze. 

It  has  suggested  that  all 
direct  payments  to  farmers  - 


The  approval  demon- 
strates that  some  EU  busi- 
ness will  go  ahead  as  usual, 
in  spite  of  the  leadership 
void  created  by  the  Commis- 
sion's resignation  in  the 
wake  of  a report  into  fraud 
and  mismanagement. 

The  consumer  guarantees 
proposal,  put  forward  by  tbe 
Commission  three  years  ago. 
is  aimed  at  harmonising  the 
widely  differing  laws  on  stat- 
utory guarantees  in  the  EU 
and  is  seen  by  supporters  as 
a crucial  step  in  completing 
the  European  single  market. 

The  new  law  will  quadru- 
ple the  six-month  guarantee 
prevalent  in  Austria,  Ger- 


mainly  made  as  compensa- 
tion for  price  cuts  - could  be 
reduced  by  1 per  cent  a year 
after  they  reach  their  peak 
at  various  stages  in  the  next 
few  years. 

Another  option  it  wants 
EU  heads  of  government  to 
consider  at  the  summit  that 
begins  in  Berlin  tomorrow  is 
to  ask  the  European  Com- 
mission to  ensure  "in  a bal- 
anced way  that  an  annual 
ceiling  of  €40.5bn  be  met  by 
budget  management". 

Farmers  regard  gradual 
aid  reductions  as  the  begin- 
ning of  the  end  for  tbe  C-om- 


many.  Greece.  Portugal  and 
Spain.  Other  states  with  lon- 
ger limits  - in  France  and 
the  Netherlands  there  are  no 
limits  and  in  the  UK  and 
Ireland  guarantees  last  six 
years  - can  maintain  them. 

But  even  states  with  long 
existing  guarantees  will 
have  to  change  their  laws. 
One  reason  is  that  the  legis- 
lation shifts  the  burden  of 
proof  requirements.  If  a 
defect  appears  during  the 
first  six  months  following  a 
purchase,  the  seller  must 
prove  the  product  was  sold 
without  defect.  In  many 
counties,  the  onus  is  on  the 
buyer  to  prove  a fault. 


mon  Agriculture  Policy.  But 
some  member  states,  includ- 
ing the  UK  and  Sweden,  see 
them  as  an  essential  element 
of  radical  reform. 

The  Commission,  in  a doc- 
ument submitted  to  EU  for- 
eign ministers  at  the  week- 
end, suggested  cuts  in  direct 
payments  introduced  since 
the  last  big  agricultural 
reform  in  1992;  payments 
made  as  compensation  for 
price  cuts  agreed  earlier  this 
month  would  be  exempted. 

The  Commission 
suggested  the  post-1992  pay- 
ments be  reduced  by  2 per 


The  directive  applies  to 
“moveable  goods”  that  are 
faulty  when  sold.  Buildings 
are  excluded. 

Tbe  main  compromise 
between  member  states  and 
the  parliament  concerned 
the  date  when  the  directive 
comes  into  force.  Parliament 
had  wanted  an  earlier  start 
date,  the  countries  a later 
one.  The  January  l 2002 
compromise  coincides  with 
the  introduction  of  euro 
notes  and  coins  under  mone- 
tary union.  Supporters  of  the 
law  say  it  will  provide  con- 
sumers with  a minimum 
standard  of  protection  in 
cross-border  shopping. 


cent  in  the  case  of  arable 
crops  and  1 per  cent  for  beef. 
The  reductions  would  apply 
only  to  annual  payments  to 
each  fanner  above  €5,000. 

Savings  would  amount  to 
about  €6bn  over  the  seven 
years,  although  half  of  this 
would  be  diverted  to  rural 
development  projects. 
France,  although  a supporter 
of  gradual  reductions  in 
direct  payments,  has 
suggested  other  ways  of  sav- 
ing money.  It  wants  to  delay 
milk  reform  and  to  reduce  20 
per  cent  price  cuts  for  cere- 
als agreed  by  farm  ministers. 


If  there  were  one  deal  that 
could  be  done  at  the  Euro- 
pean Union  summit  in  Ber- 
lin to  delight  14  of  the  15 
member  states,  it  would  be 
to  renegotiate  the  UK  bud- 
get rebate. 

The  "British  cheque",  as  it 
is  disparagingly  known  to 
everybody  but  the  British, 
has  been  detested  in  Brus- 
sels ever  since  it  was  fought 
for  and  won  by  Margaret 
Thatcher  in  1984. 

Yet  the  irony  is  that  the 
infection  started  by  the  for- 
mer British  prime  minister's 
determination  to  reduce  her 
country's  net  contribution  to 
the  EU  budget  has  now 
spread  to  four  other  member 
states  - Austria.  Germany, 
the  Netherlands  and  Swe- 
den. 

AH  claim  they  are  paying 
too  much  to  Brussels  in  rela- 
tion to  the  EU  spending 
their  countries  receive  in 
return,  just  as  Mrs  Thatcher 
did  in  the  early  1980s. 

Whereas  in  19B4.  when 
agricultural  spending  con- 
sumed some  70  per  cent  of 
the  EU  budget,  the  UK  bud- 
getary imbalance  was  the 
largest  but  that  situation 
has  changed. 

With  farm  spending  now 
under  50  per  cent  of  the  total 
EU  budget.  Germany  is  by 
far  the  largest  net  contribu- 
tor, paying  in  at  least  €llbn 
($X2bn)  more  than  it 
receives. 

On  the  crudest  method  of 
calculation,  the  Netherlands 
come  next  with  a net  contri- 
bution of  around  €2^bn.  fol- 
lowed by  Sweden  on  €l.lbn. 
and  both  France  and  Austria 
at  under  €lbn. 

The  UK,  which  is  a net 
contributor  of  between 
€1.8bn  and  €3bn  before  it 
gets  its  rebate,  depending 
how  it  is  calculated,  still 
pays  a net  contribution  of 
around  €700m  after  its 
“cheque". 

The  British  government 
argues,  as  a result,  that 
there  is  no  reason  to  change 
the  deal,  especially  as  it 
ranks  no  higher  than  ninth 
in  the  EU  according  to  per 
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capita  gross  national  prod- 
uct. 

The  rebate  itself  has  var- 
ied between  €1  5bn  and  more 
than  €3bn  over  the  years.  It 
results  in  a reduction  of  the 
UK's  contribution  to  the  EU 
budget  by  an  amount  equal 
to  66  per  cent  of  its  budget- 
ary imbalance  and  is  calcu- 
lated according  to  a fero- 
ciously complicated  formula. 

All  of  this  is  set  in  the 
constitutional  equivalent  of 
concrete,  by  being  Incorpo- 
rated in  the  so-called  Own 
Resource  Decision  of  the  EU. 
which  requires  unanimous 
agreement  - and  so  that  of 
the  UK  - to  change  it 

EU  purists  have  always 
argued  that  the  very  idea  of 
a "net  contribution"  is 
wrong:  it  would  be  impossi- 
ble to  ensure  that  all  mem- 
ber states  received  back  the 
same  proportion  of  spending 
as  they  made  in  contribu- 
tions. 

In  any  case  that  is  unfair, 
they  say.  because  the  bene- 
fits of  EU  membership  can- 
not be  calculated  according 
to  receipts  from  the  €86bn 
budget  The  existence  of  the 
single  EU  market,  for  exam- 
ple, provides  greater  benefits 
to  some  countries  (such  as 
Germany)  than  others. 

Moreover,  all  agree  there 
should  be  some  transfers 
from  the  wealthier  member 


Ireland. 

However,  it  is  now  widely 
accepted  that  the  four  big 
net  contributors  are  paying 
too  much,  and  the  European 
Commission  tacitly  admitted 
as  much  last  October,  when 
it  analysed  the  entire  ques- 
tion in  a report  to  the  Coun- 
cil of  Ministers. 

It  concluded  the  UK  was 
no  longer  in  a unique  posi- 
tion and  suggested  ways  of 
making  the  budget  contribu- 
tions fairer  for  all. 

One  would  be  to  move  all 
member  states  on  to  contri- 
butions based  entirely  on 
their  gross  national  product, 
or  GNP  per  capita.  The  other 
two  sources  of  EU  finance 
are  based  on  value  added  tax 
and  “traditional”  own 
resources,  including  customs 
tariffs  and  agricultural 
duties. 

If  the  VAT-based  contribu- 
tions were  scrapped.  Bel- 
gium. Denmark.  Italy  (in 
particular)  and  Finland 
would  end  up  paying  more, 
justified  by  their  wealth. 
That  is  one  firm  proposal  for 
the  summit. 

The  other  idea,  backed  by 
all  but  the  UK,  is  to  exclude 
future  spending  on  new  EU 
members  in  eastern  Europe 
from  the  sum  to  which  tbe 
British  rebate  applies. 

At  present  any  spending 
in  eastern  Europe  is  consid- 
ered third-country  spending, 
and  the  UK  pays  its  full 
share. 

If  countries  like  Poland. 
Hungary  and  the  Czech 
Republic  become  full  mem- 
bers, Britain  would  end  up 
paying  less  than  it  is  today 
thanks  to  the  rebate. 

Changing  that  would  not 
mean  rewriting  the  rebate 
formula,  but  simply  redefin- 
ing tbe  spending  to  which  it 
applies.  France  thinks  it  can 
be  done.  The  UK  govern- 
ment is  fighting  a staunch 
rearguard  action.  "It  would 
cost  us  around  £lbn  ($1.6bn) 
a year,"  according  to  a UK 
official  "We  cannot  accept 
that  is  justified." 


Bonn  to  push  for  farming  cuts 


Switch  to 


euros 
picks  up 

By  Christopher  Brown-Hureas 
In  London 


Retailers  and  businessmen 
are  beginning  to  switch  to 
the  euro,  with  more  than 
one  in  a hundred  credit  and 
debit  card  transactions  ■ in 
the  euro-zone  being  pro- 
cessed in  tbe  new  errancy. 

“It's  not  a dream  in  some- 
one's eye.  It's  a reality."  said 
Peter  Warner,  bead  of  the 
euro  programme  for  Europay 
International  a MasterCard 
affiliate  and  Europe's  lead- 
ing payment  system. 

Europay  has  been  tracking 
cross-border  card  spending 
patterns  in  the  new  currency 
since  tbe  start  of  the  year. 
Its  findings  are  based  on 
Eurocard  and  MasterCard 
usage.  Cards  are  the  only 


way  for  consumers  to  pay  in 
eun»  until  the  introduction 
of  cash  and  notes  In  2002. 

France  and  Belgium  are 
the  countries  where  it  is 
easiest  to  pay  in  euros,  fol- 
lowed by  Germany.  The 
choice  is  not  yet  offered  in 
the  Netherlands  but  tbe 
Dutch  are  the  keenest  on 
paying  in  euros  when  travel- 
ling abroad,  followed  by  the 
Germans. 

Transport  and  the  internet 
are  attracting  the  most  euro 
usage.  For  example,  the 
French  road  toll  system 
forces  all  non-French  users 
to  pay  in  euros,  although 
domestic  users  can  still  pay 
in  francs.  Euro  payments  are 
also  picking  up  among  retail- 
ers. airlines,  hotels  and  res- 
taurants. although  many  are 
not  promoting  the  facility  to 
customers.  From  January  to 
February,  tbe  number  of 
euro  transactions  more  than 
quadrupled.  "We  think  5 per 


cent  of  euro-land  card  trans- 
actions will  be  In  euros  to* 
the  end  of  the  year,"  said 
Warner.  A total  of  64  coun- 
tries worldwide  have  settled 
Eurocard-MasterCard  trans- 
actions. The  largest  number 
of  euro  payments  made  by 
non-European  cardholders 
were  generated  by  US  citi- 
zens. 


Pondering  what  really 
makes  Primakov  tick 


By  John  Thornhill  ki  Moscow 


This  week  Washington's  best 
and  brightest  will  have  a 
chance  to  crack  the  riddle 
puzzling  Moscow  for  months: 
what  does  Yevgeny  Prima- 
kov. Russia’s  prime  minister 
and  former  spymaster.  really 
stand  for? 

“Is  he  left  or  right?  A 
secret  liberal  or  a protege  of 
tbe  Communists?  A powerful 
independent  figure  or  simply 
an  experienced  appara- 
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tchik?"  asks  a new  biogra- 
phy* of  Mr  Primakov. 

It  is  a measure  or  Mr  Pri- 
makov's ambiguity  that  the 
author  cannot  fully  answer 
his  own  rhetorical  questions 
despite  canvassing  the  views 
or  dozens  of  the  prime  minis- 
ter's friends  and  colleagues. 

Nevertheless.  Leonid  Mle- 
chin’s  book  unearths  some 
interesting  nuggets  about  Mr 
Primakov,  who  is  due  to 
meet  President  Bill  Clinton 
and  the  International  Mone- 
tary Fund  this  week.  If  noth- 
ing else,  the  biography  - 
which  verges  on  hagiogra- 
phy - gives  a good  idea  of 
how  Mr  Primakov  likes  to 
present  himself. 

Mr  Primakov's  family  ori- 
gins are  obscure  and  almost 
nothing  is  known  about  his 
father,  who  went  by  the 
name  of  KirshinblaL  But  Mr 
Mlechin  believes  it  probable 
Mr  Primakov’s  father  was  a 
victim  of  Stalin’s  repres- 
sions. forcing  his  wife  to 
move  from  Kiev  to  Tbilisi, 
tbe  Georgian  capital,  shortly 
after  Yevgeny's  birth  in  1929. 

In  spite  of  the  family  trag- 
edy. Mr  Primakov  had  a 
happy  and  typically  Soviet 
childhood.  He  grew  up  deter- 
mined to  make  a mark  in  the 
Communist  system.  His 
friends  say  he  retains  many 
aspects  of  his  Georgian 
upbringing:  loyalty,  generos- 
ity, and  an  easy  ability  to 
make  friends  that  belies  his 
frosty  public  image. 

Mr  Primakov's  quick  wit 
won  him  a place  at  Moscow's 
prestigious  Institute  of  Ori- 
ental Studies,  where  be  mas- 


tered Arabic,  preparing  him- 
self for  a career  as  a foreign 
journalist  - and  a lifelong 
association  with  the  KGB. 
His  friends  recall  he  was  a 
punctilious  correspondent, 
making  him  all  the  more 
sensitive  to  unfair  press  crit- 
icism today. 

Several  of  Mr  Primakov's 
colleagues,  who  later  worked 
with  him  in  Moscow’s  for- 
eign policy  institutes, 
observed  he  was  an  Oriental- 
ist by  temperament  as  well 
as  training.  One  noted  his 
almost  “Japanese"  charac- 
teristics: an  instinctive 
search  for  harmony  and 
agreement,  as  well  as  a dedi- 
cation to  hard  work  aod 
time-keeping.  Mr  Primakov- 
shocked  co-workers  by 
scheduling  meetings  at 
10  a.m.  - an  hour  earlier 
than  was  the  custom. 

As  an  adviser  to  Mikhail 
Gorbachev,  the  president  of 
the  Soviet  Union,  and  a can- 
didate member  of  the  Com- 
munist Party  Politburo  in 
the  late  1980s,  Mr  Primakov 
was  one  of  the  driving  forces 
behind  perestroika.  "Then 
Yevgeny  Maximovich  was 
viewed  as  a suspicious  lib- 
eral. now  he  is  taken  for  an 
incorrigible  conservative." 
Mr  Mlechin  notes. 

But  under  President  Boris 
Yeltsin's  regime,  first  as 
head  of  Russia's  intelligence 
service  and  then  as  foreign 
minister.  Mr  Primakov 
pushed  an  assertively 
nationalist  line  and  opposed 
Naio  expansion  in  eastern 
Europe.  He  argued  Russia 
could  not  pursue  a pro-west- 


Primakov:  'Is  he  left  or  right?1 


era  foreign  policy  in  defi- 
ance or  public  opinion  - as 
his  libera]  predecessor.  And- 
rei Kozyrev,  had  tried  to  do. 

Mr  Primakov  is  portrayed 
as  principled,  pragmatic,  and 
patriotic  - according  to  his 
own  interpretation  of  those 
terms.  His  only  unwavering 
beliefs  appear  to  be  that 
"democratic  Russia”  woo. 
rather  than  lost,  the  cold 
war:  that  Moscow  must 
oppose  creation  of  a uni -po- 
lar world  dominated  by  the 
US:  and  that  Russia  must 
support  its  domestic  indus- 
try, never  allowing  itself  to 
become  a raw  material 
appendage  of  the  west. 

Could  the  man  who  once 
beaded  the  external  espio- 
nage arm  of  the  former  KGB 
become  Russia's  next  presi- 
dent? Mr  Mlechin  suggests 
the  69-year-old  prime  minis- 
ter is  genuinely  reluctant  to 
take  on  such  an  awesome 
challenge.  But  then,  Mr  Pri- 
makov made  exactly  the 
same  argument  before 
becoming  prime  minister 
last  year. 

* Ycvgmy  Primakov:  hioriya 
Odnoi  Karery.  Leonid  Mle- 
chin. Centrpoligraph 
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Putting  the  stress  on  real  rates 
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By  Wolfgang  Mfinchau 
hi  Frankfurt 


One  of  the  few  lasting 
achievements  of  Oskar 
Lafontalne  as  Germany's 
finance  minister  was  his 
repeated  emphasis  on  'Teal” 
interest  rates. 

Many  European  central 
bankers  had  previously 
argued  against  an  interest 
rate  cut  on  the  grounds  that 
the  present  level  of 
short  term  interest  rates  - 
3.0  per  cent  - was  very  low. 
Mr  Lafontaine  said  central 
bankers  should  instead  focus 
on  “real"  rates  - actual  rates 
adjusted  for  expectations  of 
future  inflation. 

The  European  Central 
Bank  last  week  took  up  Mr 
Lafontaine's  suggestion  in 
its  March  monthly  bulletin*. 
The  analysis  shows  that  the 
central  bankers  are  both 
right  and  wrong.  Short-term 
real  interest  rates  are  low. 
both  in  comparison  with  his- 
torical European  interest 
rates  and  historical  and  cur- 
rent US  rates.  But  they  are 
nowhere  near  their  historic 
lows.  As  for  long-term  real 
rates,  which  are  probably 
more  important,  the  case  is 
even  less  clear-cut. 

The  ECB  calculates  that 
the  present  level  of 
short-term  interest  rates  is 
2.3  per  cent.  This  rate  is 
derived  from  the  average 
three-month  Euribor  rate  (a 
money  market  rate)  of  3.1 
per  cent  in  February  minus 
Lhe  latest  inflation  rate  - 0.8 
per  cent  in  February.  The 


Soror  Bmtat 

lower  the  rate  of  inflation, 
tbe  higher  tbe  real  rate  of 
interest. 

German  real  interest  rates 
were  3.2  per  cent  during  the 
1990s,  and  US  rates  averaged 
2.3  per  cent,  having  recently 
risen  to  3.2  per  cent.  This 
comparison  suggests  that 
real  short-term  rates  in  the 
euro-zone  are  a little  lower 
than  German  rates,  though 


not  lower  than  US  rates  dur- 
ing the  1990s. 

More  important  are  tbe 
long-term  rates,  to  which 
many  continental  European 
companies  and  borrowers 
are  exposed.  The  10-year  real 
interest  rate  in  the  euro-zone 
is  currently  3.2  per  cent, 
approximately  the  same  as 
the  present  US  real  rate  (3.3 


per  cent).  However,  the  US 
economy  has  recently  been 
growing  at  annual  rates  of  7 
per  cent,  while  the  euro-zone 
economy  is  sluggish.  One 
would  therefore  expect  a 
much  bigger  difference. 

Tbe  ECB  also  pointed  out 
some  analytical  problems 
associated  with  real  interest 
measurement.  Some  econo- 
mists argue  it  would  be  bet- 


ter to  use  producer  price 
inflation  (PPIj.  It  was  argued 
tbat  the  PPT  “may  be  more 
relevant  for  investment  deci- 
sions, since  tt  captures  the 
price  of  firms’  output.”  the 
ECB  wrote  in  its  bulletin. 

Based  on  producer  price 
inflation,  tbe  calculation  of 
real  interest  rates  would 
throw  up  a completely  differ- 


ent result.  In  December,  pro- 
ducer prices  fell  by  an 
annual  rate  of  2.5  per  cent. 
This  translates  into 
short-term  real  rates  of  5.6 
per  cent  as  opposed  to  2.3 
per  cent.  But  the  ECB  says 
the  harmonised  index  of  con- 
sumer prices  is  tbe  better 
indicator,  because  producer 
prices  measure  only  price 
inputs  in  the  manufacturing 
sector,  and  do  not  take  into 
account  the  services  or  con- 
sumer sectors. 

The  data  still  show  that 
European  real  interest  rates 
are  relatively  low,  though 
not  as  low  as  some  of  the 
more  exaggerated  claims. 
There  may  be  still  some, 
though  not  much,  room  for 
further  interest  rate  cuts. 
And  even  then,  the  euro- 
zone would  not  come  close  to 
the  lowest  level  of  real  inter- 
est rates. 

European  Central  Bank . 
Monthly  Bulletin.  March 
1999;  http:utoww.edb.int 


The  lower  the  rate  of  inflation,  the 
higher  the  real  rate  of  interest 
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Nato  acts  to  widen  scope  of  air  strikes 


By  Guy  Dtamore  in  Belgrade, 
David  Buchan  in  London  and 
Gerard  Baker  in  Washington 

Nato  yesterday  acted  to 
widen  the  scope  of  initial  air 
strikes  against  Yugoslavia, 
as  Serbian  security  forces 
pressed  ahead  with  their 
offensive  against  ethnic 
Albanian  rebels  of  the  Kos- 
ovo Liberation  Army  (KLA). 

But  even,  as  Nato  missiles 
and  jets  were  being  prepared 
for  action  against  Serbian 
targets,  the  Clinton  adminis- 
tration was  fighting  growing 
scepticism  at  home  from 
many  Republicans  and  some 
Democrats  about  the  rasp  for 
striking  at  Mr  Milosevic's 
forces. 

Nervous  over  the  spectacle 
of  US  disunity,  the  White 
House  called  on  the  Republi- 
can congressional  leadership 
to  drop  plans  for  a debate 
and  a vote  today  on  legisla- 
tion to  bar  funding  far  mili- 
tary operations  in  Yugo- 
slavia without  congressional 
, approval. 

' l In  Brussels.  Nato  allies 
decided  to  give  Javier 
Sol  ana,  the  alliance  secre- 
tary general,  authority  for 
Nato  to  target  Yugoslav 
army  bases  and  concentra- 
tions of  armour  in  and 
around  Kosovo  - in  addition 
to  Yugoslavia's  air  defences 
- in  any  first  strike. 

Nato  had  originally 
planned  strikes  aimed  at  air 
defences  spread  over  two 
nights,  followed  by  a pause 
for  Mr  Milosevic  to  reflect 
But,  according  to  Nato  offi- 
cials. the  alliance  now 
thinks  it  might  have  to 
launch  a wider  first  strike, 
given  the  speed  of  the  Ser- 
bian offensive. . 

The  bombing  option 
appeared  to  have  fairly  solid 
support  among  the  19  Nato 
allies,  although  George 
Papandreou,  foreign  minis- 
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Total  forces  active  174.200 
Including  43.000  conscripts 
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Air  strike  assets 

M~\  * B*«en  350  and  400  warplanes,  ready  » launch  air 
strikes  against  Seth  targets  at  a taw  houre'  notice. 
1-Z5J  • About  250  ot  the  aircraft  are  US.  inducSfig  B-52  antJR-2 
bombers.  F-117.  F-15.  F-16  and  F/A-iB  fightera.  EA-BB 
Prowtes  and  a range  of  smveilance  and  tanker  arcratt. 

• Aircraft  contnouted  By  Belgium,  Canada,  Denmark.  France, 
Germany.  Italy,  the  Netherlands,  Norway.  Portugal,  Spain,  Tirkey 
and  the  UK  include  F-I6,  Moage,  Jagus.  Tornado,  Hairier  and 
suTYeiSanca  and  support  aircraft. 
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Reserves:  about  400,000 

Army 

90,000  personnel 


SERBIA 


Uzlco 


Ships  Include  the  USS  Philippine  Sea  (guided  mfcsie 
cruiser).  USS  Gonzales  (guided  missile  destroyer). 

USS  Nchotson,  USS  Thom  (anti-submarine  destroyers), 
two  US  attack  submarines  and  one  British.  Amphibious 
Ready  Group  USS  Nassau  (with  Hamer  aircraft  and  heflcoptera)  and 
USS  Nashville.  Nato  standing  twee  Includes  British,  German,  Greek. 
Raton.  Dutch,  Spanish  and  Turkish  ships. 

Nato  imptementatloa  force 

a A force  of  1 2,000  ts  hi  Macedonia,  including  Bntidi. 

French,  Gaman  aid  Italian  troops.  Intended  to  be  the  first 
part  ot  a 30.000- strong  implementation  force  to  back  up  a 
peace  agreement.  The  force  mukf  Include  up  to  8.000 
British.  5,000  French,  4,000  US  and  4.000  German  troops. 

• Kocova  Air  Verification  Mission 

Operation  Eagle  Eye.  based  at  Kosovo  Verification  Co-ordination 
Centre  at  Kumanovo,  Macedonia.  150  start  tram  14  rations,  using 
information  from  satellites,  manned  reconnaissance  aircraft  and 
UAVS. 
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ter  of  Greece,  traditionally 
close  to  Serbia,  said  Greek 
forces  would  not  participate. 

In  Kosovo  yesterday,  vil- 
lages were  shelled  and  farms 
and  haystacks  torched  by 
special  police  units  in  the 
northern  area  adjoining 
Serbia  proper,  leading  some 
analysts  to  think  Mr  Milos- 
evic might  be  planning  to 
clear  the  north,  with  a view 
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Turkish  victory  as  UK 
bans  Kurd  TV  station 


By  Layla  Boulton  in  Ankara 

Turkey  yesterday  scored  an 
important  victory  against 
the  Kurdish  Workers  party 
(PKK)  when  Britain 
suspended  the  broadcasting 
licence  of  Med-TV,  a Kurdish 
television  station  accused  by 
Ankara  of  inciting  a string 
of  recent  bomb  attacks. 

The  decision  by  the  UK's 
Independent  Television  Com- 
mission (ITCH  was  the  sec- 
ond shot  in  the  arm  for  the 
Turkish  government  yester- 
day. 

Rebel  deputies  in  the 
Turkish  parliament  failed  in 
their  attempt  to  topple 
BOlent  Ecevit.  the  caretaker 
wrime  minister,  in  a vote  of 
censure. 

The  vote  - 241  against  the 
motion  and  236  in  favour  - 
furthermore  bodes  ill  for  the 
rebels’  ultimate  aim  of  delay- 
ing elections  set  for  April  18. 

Both  the  no-confidence 
motion  and  the  attempt  to 
postpone  elections  until  2000 
have  been  put  forward  by  an 
unwieldy  alliance  of  Islam- 
ists, who  want  to  lift  an  elec- 
tion ban  on  former  leaders, 
and  a cross -party  group  of 
deputies  angered  at  being 
left  off  electoral  lists. 

"I  don't  see  how  elections 
can  possibly  be  delayed 
now,”  Mr  Ecevit  said  after 
the  vote.  The  Turkish  stock 
market  closed  0.17  per  cent 
higher  on  the  day,  buoyed  by 


BOlent  Ecevit:  electoral 
prospects  boosted  by  capture 
of  AbduUah  Oca lan,  PKK  leader 

prospects  of  elections  going 
ahead  as  planned  and  produ- 
cing a victory  for  secularists 
led  by  Mr  Ecevit's  Demo- 
cratic Left  party. 

Mr  Ecevit  has  seen  his 
electoral  prospects  boosted 
by  the  capture  of  Abdullah 
Ocalan,  tbe  PKK  leader. 

Mr  Ecevit  is  also  likely  to 
claim  credit  for  successfully 
pressing  on  with  perennial 
Turkish  demands  for  the  clo- 
sure of  Med-TV,  which  oper- 
ates out  of  Britain  and  pro- 
duces programmes  in 
Belgium. 

The  station,  to  be  closed 
for  21  days  in  a first  punitive 
step  by  the  ITC,  is  widely 


watched  by  Kurds  who  have 
□ot  been  allowed  their  own 
Kurdish-language  television 
broadcasting  within  Turkey. 

Meanwhile,  the  decision 
by  Ulu?  Gflrkan,  acting 
speaker  of  parliament,  that  a 
motion  to  delay  elections 
must  first  be  debated  in  com- 
mittee means  it  is  unlikely 
to  be  discussed  until  parlia- 
ment next  meets  on  Friday, 
if  at  all. 

By  then,  tbe  Constitu- 
tional Court  is  expected  to 
have  ruled  on  a separate 
petition,  submitted  by  three 
secularist  parties,  that  the 
present  session  of  parlia- 
ment was  convened  on  false 
pretences  and  must  there- 
fore be  disbanded 

The  rebel  parliamentar- 
ians secured  the  reopening 
of  parliament  - which  had 
closed  down  to  allow  mem- 
bers to  campaign  for  tbe 
elections  - on  the  grounds 
that  they  wanted  to  discuss 
issues  arising  from  the  cap- 
ture of  Mr  Ocalan.  The  issue 
has  not  been  touched  by  dep 
uties  since  they  reconvened 
more  than  a week  ago. 

Following  a warning  from 
the  armed  forces  last  week 
that  postponing  the  polls 
would  cause  chaos,  the 
Turkish  judiciary  put  fur- 
ther pressure  on  parliamen- 
tarians yesterday  when  a 
public  prosecutor  called  for  a 
ban  on  the  Virtue  party  on 
constitutional  grounds. 


Finnish  parties  start 
coalition  negotiations 


By  Tin  Burt  in  Hetefedd 

The  leaders  of  Finland’s 
largest  political  parties  yes- 
terday embarked  on  a series 
of  negotiations  aimed  at 
forming  a new  government 
following  an  inconclusive 
general  election  result  at  the 

Ptiri 

After  almost  conceding 
defeat  on  Sunday  night. 
Paavo  Lipponen,  the  prime 
minister  and  Social  Demo- 
crat leader,  appeared  to  have 
snatched  a modest  victory 
from  the  rival  Centre  party 
— clearing  the  way  for 
another  four  years  of  the 
so-called  “rainbow  coali- 
tion". Although  the  Social 
Democrats  lost  12  seats  and 
saw  their  share  of  the  vote 
fall  to  22.9  per  cent  - down 
from  28  per  cent  in  the  1995 
election  - they  still  emerged 
as  the  single  largest  party 
with  51  MPs  in  the  200-seat 
parliament. 

The  shape  of  the  new  gov- 
ernment will  now  depend  on 
the  outcome  of  protracted 
negotiations  between  the 
SDP  and  tbe  rival  Centre 

and  Conservative  parties. 


which  both  won  new  parlia- 
mentary seats. 

If  Mr  Lipponen  fails  to 
agree  terms  with  the  Conser- 
vative party,  one  of  its  Four 
partners  in  the  current  coali- 
tion, it  could  enable  the  Cen- 
tre party  led  by  Esko  Aho  to 
form  a government. 

The  prime  minister  has 
pledged  to  consult  both  Mr 
Aho  and  Sauli  NiinistO.  the 
Conservative  leader,  on  the 
likely  complexion  of  a new 
administration  before  flying 
to  Berlin  this  week  for  the 
summit  of  European  Union 
leaders. 

All  three  party  leaders, 
including  the  euro-sceptic 
Mr  Aho,  vowed  that  the 
negotiations  would  not  lead 
to  any  change  in  Finland  s 
EU  policies,  relations  with 
neighbouring  Russia  and  the 
decision  to  remain  outside 
Nato.  , „ , 

They  also  committed 
themselves  to  pursuing  the 
Agenda  2000  financial 
reforms  of  the  EU  - some- 
thing the  current  govern* 
meat  hopes  will  be  agreed 
before  Finland  assumes 
the  EU  presidency  in  the 


second  half  of  this  year. 

But  the  prospect  of  any 
accord  between  the  SDP  and 
the  Centre  party  looked 
remote  after  Mr  Lipponen 
accused  Mr  Aho  of  being 
anti-European  in  his  EU  poli- 
cies and  promising  public 
sector  spending  increases 
that  it  could  not  deliver. 

The  most  probable  out- 
come of  the  election  is  a 
continuation  of  a Social 
Democrat-led  coalition  - 
including  the  Leftist  Alli- 
ance and  Green  parties  - but 
with  concessions  to  the  busi- 
ness-friendly Conservative 
party. 

That  should  mean  that  Mr 
NiniistO  will  continue  as 
finance  minister,  with  a 
strengthened  power  base  in 
parliament. 

As  such,  he  wfU  be  in  a 
strong  position  to  seek  broad 
tax  cuts  and  to  persuade  the 
SDP  to  abandon  plans  for 
new  capital  taxes. 

Tbe  Conservatives  may 
also  pash  for  tbe  construc- 
tion of  a fifth  nuclear  power 
plant  in  Finland,  in  spite  of 
opposition  from  tbe  Green 
party. 
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.to  letting  tbe  south  go  in  a 
partition  deal. 

“Horrendously  bad"  was 
how  Paula  Ghedini  of  the 
UN  refugee  agency  (UNHCR) 
described  the  crisis.  “We  feel 
overwhelmed,”  she  said,  esti- 
mating that  over  40,000 
people,  mostly  ethnic  Alba- 
nians. bad  been  displaced  by 
a government  offensive  that 
began  on  Saturday  as  inter- 


national monitors  withdrew. 

Security  forces  yesterday 
concentrated  attacks  on  vil- 
lages along  the  main  high- 
way leading  north  from  the 
regional  capital  Pristina. 
Reporters  saw  civilians  flee- 
ing as  special  police  units 
moved  from  house  to  house. 
Shelling  could  be  heard  from 
the  direction  of  the  KLA- 
held  village  of  Lapastica. 


Yugoslav  army  tanks  had 
taken  up  new  positions  on  a 
hill  above  the  village  of 
Luzane. 

Reporters  said  about  10 
villages  were  on  fire  near 
the  northern  town  of  Glogo- 
vac.  which  was  overflowing 
with  thousands  of  refugees. 
The  KLA  had  blown  up  a 
bridge  on  a key  road  leading 
from  Glogovac  to  Srbica 


which  was  overrun  by  secu- 
rity forces  on  Saturday. 

Morale  among  the  Serbian 
troops  appeared  high. 
Largely  confined  to  barracks 
since  October,  when  Mr  Mil- 
osevic called  off  his  summer 
offensive  under  Nato  pres- 
sure. the  security  forces 
appear  to  have  been  given  a 
free  hand  by  Belgrade  to  go 
on  the  offensive. 


GDP  CONTRACTS  BY  4.1% 

Czech  Republic’s  recession 
deepens  in  final  quarter 

The  economic  recession  in  the  Czech  Republic  deepened 
in  the  final  quarter  last  year  with  gross  domestic  product 
contracting  by  4.1  per  cent  following  a fall  of  2.9  per  cent 
in  the  third  quarter.  For  the  full  12  months  the  economy 
shrank  by  2.7  per  cent,  according  to  figures  released  yes- 
terday by  the  Czech  Statistical  Bureau,  compared  with 
marginal  growth  of  1 per  cent  in  1997. 

The  fall  in  output  in  the  fourth  quarter  was  the  biggest 
quarterly  decline  since  the  break-up  of  Czechoslovakia  at 
the  beginning  of  1993.  The  previous  Czech  government 
was  forced  to  impose  tough  austerity  measures  in  early 
1997  in  response  to  a currency  crisis  triggered  by  a rapid 
rise  in  the  current  account  deficit  Kevin  Done,  London 

FRENCH  CONSTITUTIONAL  COURT  CHIEF 

Pressure  mounts  on  Dumas 

The  pressure  is  mounting  for  the  resignation  of  Roland 
Dumas,  head  of  the  French  constitutional  court  and  former 
foreign  minister,  after  last  week’s  re-opening  of  an  investi- 
gation into  allegations  that  he  benefited  from  misappropri- 
ated corporate  assets. 

Two  former  prime  ministers  - Edouard  Baliadur  and 
Michel  Rocard  - suggested  at  the  weekend  that  Mr 
Dumas  should  step  down. 

The  investigation  was  re-opened  after  Christine  Deviers- 
Joncour,  Mr  Dumas'  former  mistress,  claimed  he  had 
assisted  her  during  her  1992  purchase  of  a FFr17.5m 
{€2.67m,  $2. 94m)  apartment.  Samer  Iskandar,  Paris 

GREEK  POLITICS 

Simitis  re-elected  by  party 

Costas  Simitis,  Greece's  prime  minister,  was  confirmed  as 
party  leader  at  a governing  Panhelienic  Socialist  Move- 
ment (Pasok)  congress  but  the  rival  populist  faction 
Increased  its  strength  on  the  180-member  central  commit- 
tee. Mr  Simitis  captured  65.7  per  cent  of  the  vote  in  Sun- 
day's uncontested  leadership  ballot  but  his  modernising 
faction  won  only  61  per  cent  of  seats  on  the  central  com- 
mittee. 

Analysts  said  dissatisfaction  with  the  government's  tight 
economic  policies  and  a bungled  attempt  to  protect 
Abdullah  Ocalan,  the  Kurdish  guerrilla  leader,  boosted  sup- 
port for  the  populists.  Kerin  Hope,  Athens 
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in  a city  with  a creative  and  innovative  spirit,  a 

business  orientation  and  conyjgpjpnt  transportation. 

/[  .....  .. 

Barcelona  was  our  first  ohrpaee  and  we  a re  delighted 
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WTO  CHIEF  ANOTHER  CONTENDER  FALLS  OUT  OF  CONTESTTO  LEAD  WORLD  TRADE  ORGANISATION  ... 

Two-horse  race  for  top  trade  post 


By  Frances  WSJiatns  in  Geneva 

Mike  Moore,  former  New 
Zealand  premier,  and  Supa- 
chai Paoitchpakdi.  Thai- 
land's deputy  prime  minis- 
ter, are  now  battling  it  out  to 
become  the  next  director- 
general  of  the  World  Trade 
Organisation  after  Morocco 
withdrew  its  candidate  yes- 
terday. 

Trade  diplomats  said  the 
withdrawal  of  Hassan  Abu- 
youb.  former  Moroccan  trade 
minister,  could  clear  the  way 
for  a quick  decision  on.  the 
successor  to  Renato  Rugg- 
iero of  Italy  whose  term  ends 


on  April  30.  A fourth  candi- 
date. Roy  MacLaren  of  Can- 
ada. has  been  eliminated 
from  the  contest  although  he 
has  not  formally-  withdrawn 
his  candidacy. 

The  likely  redistribution  of 
Mr  Abuyoub’s  support 
between  the  two  remaining 
candidates  was  the  subject 
of  speculation  yesterday.  His 
backing  came  predominantly 
from  Africa  and  the  Gulf, 
but  be  also  had  support  horn 
eight  European  Union  mem- 
bers including  France  and 
Spain. 

“Where  France  and  Spain 
go  now  is  absolutely  criti- 


cal." one  trade  official  said 
yesterday.  As  he  spoke.  Mr 
Supachai  was  preparing  to 
leave  for  Paris  and  Madrid 
where  he  will  see  top  trade 
officials  in  what  may  prove 
the  turning  point  for  his 
campaign. 

Morocco  is  urging  a switch 
to  Mr  Supachai  in  return, 
some  trade  diplomats  said 
yesterday,  for  the  promise  of 
a deputy  director  general's 
job  for  Mr  Abuyoub.  How- 
ever, some  African  countries 
are  said  to  have  already 
pledged  support  for  Mr 
Moore,  who  has  US  backing. 
The  New  Zealander  is  in 


Mexico  this  week  attending 
a conference. 

Before  Mr  Abuyoub's  with- 
drawal. the  two  candidates 
were  running  almost  neck 
and  neck,  with  Mr  Supachai 
slightly  ahead  in  the  latest 
assessment  of  strength  of 
support  among  the  WTO's 
134  members. 

Both  have  backers  from  all 
parts  of  the  world  though  Mr 
Moore  has  more  Latin  Amer- 
ican support  and  Mr  Supa- 
chai more  support  in  Asia. 
New  Zealand  and  Thailand 
are  both  members  of  the 
Cairns  group  of  agricultural 
free  traders. 


The  final  decision  is  sup- 
posed to  be  taken  by  consen- 
sus. and  so  far  no  country 
has  threatened  to  block 
either  of  the  two  candidates 
left  in  the  running.  In  partic- 
ular, the  US  has  given  assur- 
ances that  it  will  not  veto  Mr 
Supachai.  despite  earlier 
rumours  to  the  contrary 
based  on  Mr  Supachai's  res- 
ervations over  linking 
labour  rights  and  the  envi- 
ronment to  trade. 

Meanwhile,  though  the  EU 
still  insists  it.  is  seeking  a 
common  candidate  this  may 
be  hard  to  secure  in  practice, 
given  the  current  disarray  of 


the  European  Commission 

In  its  announcement  of  Mr 
Abuyoub's  withdrawal,  the 
Moroccan  government  cited 
"unacceptable  political  pres- 
sures"  in  the  selection  pro- 
cess and  said  It  lacked  trans- 
parency and  fairness. 

However,  trade  diplomats 
said  there  had  been  nothing 
more  than  the  normal  politi- 
cal campaigning  and  horse- 
trading  characteristic  of  top 
international  appointments. 
The  process  is  being  over- 
seen by  Ali  Said  Mchumo  of 
Tanzania,  current  chairman 
.of  the  WTO's  ruling  general 
council. 


Airbus  notches  up  another  Spanish  success 


By  David  White  In  Madrid 

Airbus,  the  four-nation 
European  aircraft  manufac- 
turer, extended  its  conquest 
of  the  Spanish  market  yes- 
terday by  signing  a prelimi- 
nary deal  with  the  private- 
sector  S panair  airline  for  up 
to  45  aircraft  worth  $2Hbn. 

It  was  Airbus's  third  vic- 
tory over  Boeing  in  a contest 
for  a big  Spanish  fleet 
renewal  programme  in  just 


over  year,  following  two  con- 
tracts with  the  national  flag- 
carrier  Iberia.  Together  the 
deals  cover  132  aircraft  cost- 
ing about  S6bn  at  list  price. 

Both  rberia  and  Spanalr 
have,  until  now,  mainly 
relied  on  Boeing  and  McDon- 
nell Douglas  aircraft,  but 
will  now  become  predomi- 
nantly Airbus  operators. 

Span  air  said  it  was  switch- 
ing to  Airbus  for  its  short 
and  medium  haul  routes. 


replacing  its  McDonnell 
Douglas  MD -80s.  The  deal 
includes  21  firm  orders  in  a 
mix  of  leasing  arrangements 
and  outright  purchases,  and 
a further  12  options. 

The  aircraft  are  ail  of  the 
single-aisle  A319,  A320  and 
A320  family,  already  oper- 
ated by  more  than  80  other 
airlines.  They  will  be  pow- 
ered by  V2500  engines  made 
by  International  Aero 
Engines,  the  consortium 


headed  by  Pratt  and  Whit- 
ney and  Rolls-Royce.  Deliv- 
eries start  in  September  next 
year  and  run  to  2005. 

The  purchase  marks  an 
ambitious  expansion  drive 
by  Span  air.  in  which  Scan- 
dinavia's SAS  holds  49  per 
cent  alongside  Spain's  pri- 
vately owned  Viajes  Marsans 
travel  group.  It  follows  com- 
plaints by  SAS  about  late 
deliveries  of  Boeing  aircraft 
it  has  on  order. 


Set  up  as  a charter  airline 
in  1988.  Spanalr  began  oper- 
ating scheduled  services  five 
years  ago.  Gonzalo  Pascual. 
its  chairman,  said  the  airline 
would  certainly  take  all  45 
aircraft  and  might  seek  to 
speed  up  deliveries.  With  the 
Airbus  order,  it  aimed  to 
increase  its  fleet  to  more 
than  50  aircraft,  compared 
with  32  at  present. 

Iberia,  now  in  the  process 
of  being  privatised,  is  mov- 


ing towards  exclusive  use  of 
Airbus  aircraft  on  its  domes- 
tic and  European  routes. 
Last  year  it  reached  a deal 
covering  76  short  and  medi- 
um-haul Airbuses  and  also 
placed  a provisional  order 
for  U long-haul  A340s. 

The  Spanish  government 
denied  having  Influenced 
Iberia  in  its  switch  to  Air- 
bus. in  which  the  state- 
owned  Spanish  aerospace 
company  Casa  is  a partner. 


Asian  centres  jostle 
for  supremacy  in 
e-commerce  battle 

HK’s  Cyberport  is  the  latest  attempt  to 
lure  IT  multinationals,  writes  Rahul  Jacob 
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or  a project  that  is  not 
even  under  construction. 
Hong  Kong’s  Cyberport 
initiative  has  already  gener- 
ated plenty  of  controversy. 
The  loial  government  this 
month  announced  that  it 
had  given  the  go-ahead  for  a 
plan  to  build  a HK$13bn 
(TJSSl.eabn)  residential  and 
office  complex  with  so-called 
“intelligent  buildings'',  offer- 
ing information  technology 
(IT)  companies  dedicated 
state-of  Lh e-art  telecommuni- 
cations networks  that  allow 
high-speed  data  transfer. 

The  government  and  the 
project’s  promoters.  Pacific 
Century  Group,  a local  com- 
pany, says  it  aims  to  make 
Hong  Kong  a hub  for  elec- 
tronic commerce. 

Its  critics  deride  the 
Cyberport  as  a belated 
attempt  by  Hong  Kong  to 
catch  up  with  Singapore  and 
Malaysia,  which  have  simi- 
lar projects  to  attract  infor- 
mation technology  multina- 
tionals and  foster  local 
talent.  “Promoting  e-com- 
merce with  a large  bricks 
and  mortar  Investment  is 
silly,"  says  Chris  Westland, 
who  heads  the  department  of 
information  systems  and 
management  at  Hong  Kong's 
University  of  Science  and 
Technology. 

Local  politicians  and 
developers,  meanwhile,  have 
criticised  the  government  for 
giving  Pacific  Century  the 
contract  to  build  the  com- 
plex without  a competitive 
bidding  process. 

On  a recent  visit  to  Hong 
Kong.  Bill  Gates,  chairman 
of  Microsoft,  the  world's 
largest  software  company, 
said  Microsoft  would  have 
facilities  at  the  site  when  it 
was  ready.  He  applauded  the 
project  as  another  sign  that 
governments  were  taking 
opportunities  on  the  internet 
seriously. 

In  Asia,  it  has  recently 
seemed  as  if  governments 
talk  of  little  else.  Singapore 
touts  its  Singapore  One  proj- 
ect as  the  world's  first 
nationwide  broadband  net- 
work and  expects  to  reach 
its  goal  of  high-speed  con- 
nections to  the  internet  for 
every  home  and  business  in 
a year  or  two..  Malaysia  has 
spent  biliibns  on  its  Multi- 
media Supercorridor,  but  the 
reality  falls  short  of  the 
hype. 

Aslan  governments  covet 
the  ceaseless  innovation  of 
US  information  technology 
companies.  Inevitably,  they 
are  groping  for  the  right 
blend  of  incentives  and  sub- 
sidies. deregulation  and  com- 
petition to  create  innovation 
on  demand. 

Enter  Hong  Kong's  Cyber- 
port.  The  government  is  pro- 
viding Pacific  Century  with 
the  laud  for  the  complex,  the 
standard  practice  for  infra- 
structure projects,  Including 
the  new  airport 
Donald  Tsang,  financial 
secretary,  says  that  in 
today's  world,  high-speed 
fibre  optic  facilities  like  the 
ones  planned  are  as  much  a 
part  of  infrastructure  as 
roads  and  highways.  “The 
definition  of  public  goods 
must  be  refined  over  time  to 
meet  public  demands,”  says 
Mr  Tsang.  Peter  Hitchen,  an 
internet  analyst  with  Inter- 
national Data  Corporation 
(TDCi  in  Singapore,  agrees. 
“The  fight  to  provide  the 
most  bandwidth  at  dedicated 
sites  is  the  key  to  becoming 
the  e-commerce  hub  in  the 
region."  says  Mr  Hitchen. 

On  paper,  at  least,  Hong 
Kong  is  off  to  a good  start 
Pacific  Century  has 
announced  that  its  anchor 
tenants  will  include  IBM  and 
Hewlett-Packard,  the  VS 
computer  groups,  Yahoo!. 


the  internet  service  provider, 
and  Oracle,  the  US  software 
group.  The  project,  however, 
will  only  be  completed  in 
phases  starting  between  2002 
and  2007,  which  makes  many 
of  the  companies  involved 
reluctant  to  elaborate  on 
their  plans.  “It  is  too  early  to 
talk  about  specifics."  says 
jack  Lee,  managing  director 
for  Hewlett-Packard  in  Hong 
Kong.  . . ! 

Multinationals  such  as 
Hewlett-Packard  and  about 
100  small,  mostly  local,  com- 
panies will  receive  subsi- 
dised office  and  residential 
rents.  The  small  companies 
will  have  access  to  multime- 
dia laboratories  and  cyber- 
libraries. Pacific  Century 
also  has  ambitious  plans  to 
attract  some  of  the  Chinese 
diaspora  who  have  been 
[pairing  waves  in  California’s 
Silicon  Valley. 

Alex  Arena,  chief  execu- 
tive of  Pacific  Convergence 
Corporation,  a joint  venture 
between  Pacific  Century  and 
Intel  of  the  US.  concedes  this 
may  be  difficult.  “It's  hard  to 
convince  someone  wbo  is  28, 
lives  in  a large  house  and 
may  have  earned  a few  mil- 
lion on  internet  stock  to 
come  out  and  live  in  Hong 
Kong."  he  says. 

In  reality,  the  US  is  the 
only  global  information  tech- 
nology hub  - most  internet 
traffic  goes  to  US  web  sites  - 
but  many  believe  there  win 
be  more  opportunities  for 
web  site  designers  and  inter- 
net businesses  elsewhere 
soon. 

Indeed,  the  projections  for 


‘Promoting 
e-commerce  with 
a large  bricks  and 
mortar  investment 
is  silly1 


e-commerce  in  Asia  look 
about  as  enticing  as  they  do 
elsewhere  in  the  world.  IDC 
forecasts  that  e-commerce 
revenues  in  Asia  (excluding' 
Japan)  will  surge  froirh 
US*723m  in  199fr-to-US$a3tfS/ 
in  2003.  This  will  reqnjSfi  - 
customisation  of  sites 
meet  local  needs.  Tnrehas:, 
rag  clothes  online  won’t  be_ 
as  successful  as  it  has  been 
in  the  US.  The  US  already 
has  a catalogue  culture; 
where  you  buy  goods - you.  , 
haven’t  seen  and  have  them'  , 
delivered  to  your  door,"  says 
IDC’s  Mr  Hitchen.  ? 

Few  question  the  promi&w^ 
of  the  internet  even  though™ 
profits  remain  elusive,  but 
some  observers  In  Hong 
Kong  wonder  whether  a big 
bull  ding  complex  is  the  best 
way  to  get  there.  Mr  West- : 
land,  author  of  the  upcoming  ' 
book  “Global  Electronic/ 
Commerce",  says  Hong  Kong 
would  be  better  advised  to 
subsidise  internet  services 
for  small  businesses  in  the- 
territory  to  help  more  of 
them  peddle  their  wares  on 
the  net.  Hong  Kong  also 
trails  Singapore  in  establish- 
ing standards  for  payment 
and  credit  monitoring  of 
internet  transactions. 

The  government,  Mr  West- 
land  says,  needs  to  help 
establish  financial  and  secu- 
rity standards  for  digital, 
cash  transactions  in  the  ter- 
ritory. Both  are  challenges 
more  urgent  than  a gleam^- 
rag  infotech  office  complex.  ~ 

Pointing  to  the  modest 
Seattle  headquarters  v of: 
Amazon.com,  the  onlpa? 
book  company,  Mr  Westland . 
observes:  “In  cyberspace,  no. 
one  cares  how  prettv  your 
office  looks." 


Storm  over  port! 
contract  award 


Hong  Kong’s  government 
yesterday  attracted  further 
criticism  over  its  Cyberport 
project  announced  within 
the  budget  at  the  beginning 
of  this  month,  writes  Rahul 
Jacob. 

The  decision  to  grant  the 
project,  including  26  hect- 
ares of  land,  to  a company 
owned  by  Richard  Li.  the 
son  of  Li  Ka-shing.  the  prop- 
erty tycoon,  without  inviting 
bids  from  other  companies  is 
a departure  from  the  govern- 
ment's open  tender  system 
for  selling  land  sites.  Mr  U’s 
company  will  Invest  HK$7bn 
(U&BQQm)  in  the  project. 

Developers  have  joined 
politicians  in  criticising  the 
absence  of  competitive  bid- 
ding. Yesterday,  an  execu- 
tive with  a large  local  con- 


glomerate said  a number  if. 
companies  were  still  awaii- 
ing  clarifications  from  thte 
government  - ? 

"'Hie  structure  or  the  de^l 
is  quite  different  from  what 
they  ve  done  before,"  said 
the  executive.  Developers 
have  also  been  concerned,  Ira 
said,  that  the  government's 
Insistence  that  rents-  be  sub^ 
SKlised  for  information  tech-7; 
nology  companies  would  dis-^ 
tort  rents  In  other  parts  of? 
the  city.  i 

The  government  has.  said- 
it  chose  not  to  tender  the ; 
project  because  it  would  i 
have  delayed  it.-  Donald. 
Tsang,  financial  secretary^ 
said  at  a public  forum  on  the! 
project  last  week:  "Cronylsnr- 
is  never  in  Hong  Kong’s  diCvl 
tianary."  ; . - 
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INTERNATIONAL 

ISRAELI  PRIME  MINISTER  EXPRESSES  ALARM  ABOUT  THREAT  OF  NUCLEAR  PROLIFERATION  IN  THE  REGION 

Netanyahu  urges  Russia  to  increase  Middle  East  ties 


By  John  Thornhill  in  Moscow 

Benjamin  Netanyahu.' 
Israel's  prime  minister,  yes- 
terday urged  the  Russian 
government  to  become  more 
active  In  the  Middle  East 
peace  process  while  express- 
ing alarm  about  the  threat  of 
nuclear  proliferation  in  the 
region. 

Mr  Netanyahu  said  he  was 
concerned  that  Iran,  which 
"could  not  be  characterised 
as  a peace-loving"  country, 
was  developing  dangerous 
nuclear  and  missile  technol- 
ogy. "This  ought  to  concern 
the  Russian  leadership 


as  well."  he  said. 

But  Yevgeny  Primakov. 
Russia's  prime  minister,  who 
has  long  had  close  ties  with 
the  Arab  world,  assured  Mr 
Netanyahu  that  Moscow's 
plans  to  build  a nuclear 
power  station  in  Iran  were 
purely  for  Chilian  purposes. 

*1  can  state  quite  clearly 
and  unequivocally  that  Rus- 
sia observes  all  international 
norms  relating  to  export  con- 
trols and  does  everything 
necessary  to  exclude  any 
leaks  that  would  would  help 
proliferation  of  weapons  of 
mass  destruction.  It  has 
been  and  remains  our  pol- 


icy." Mr  Primakov  said. 

Following  their  meeting, 
the  two  prime  ministers  said 
they  would  take  unspecified 
measures  to  increase  inter- 
national confidence  about 
this  issue. 

The  dangers  posed  by 
nuclear  proliferation  in  the 
Middle  East  are  also  likely  to 
be  raised  by  the  US  adminis- 
tration when  Mr  Primakov 
visits  Washington  today. 

Mr  Netanyahu,  who  Is 
campaigning  for  elections  in 
May.  was  in  Moscow  yester- 
day on  the  second  leg  of  a 
three-country  tour  of  the  for- 
mer Soviet  Union. 


Barak  sets  out  to  form  united  front  against  Likud 


Ehud  Barak,  leader  of 
Israel's  opposition  Labour 
party,  last  night  bolstered  his 
campaign  to  defeat 
Benjamin  Netanyahu  in  the 
May  elections  by  launching 
the  "One  Israel”  movement, 
writes  Judy  Dempsey  in 
Jerusalem.  The  movement 


is  aimed  at  bringing  under 
one  umbrella  the  widest 
possible  spectrum  of 
leftwing,  liberal  and  centrist 
opinion,  while  Incorporating 
secular  and  religious  Jews 
and  Israel's  Arabs. 

It  includes  Meimad,  a 
liberal  Zionist  religious  party 


which  broke  away  from  the 
National  Religious  party 
which  had  become 
increasingly  rightwing.  David 
Levy's  Gesher  party,  which 
recently  broke  with  Mr 
Netanyahu's  coalition 
government,  has  also 
switched  to  Israel  One. 


The  Israeli  prime  minister 
appears  keen  to  woo  the 
electoral  support  of  his  coun- 
try’s large  Russian  minority. 
Tens  of  thousands  of  Rus- 


sia's Jews  fled  the  country  in 
Soviet  times  to  escape  reli- 
gious persecution. 

Relations  between  Russia 
and  Israel,  which  were 


extremely  strained  in  the 
Soviet  period,  have  rapidly 
improved  since  the  two 
countries  restored  diplo- 
matic relations  in  1991. 


Mr  Netanyahu  said  Israel 
now  had  “excellent"  ties 
with  Russia  which  were 
flourishing  across  many 
fields.  He  said  great  opportu- 
nities now  existed  to  pro- 
mote closer  commercial 
links  between  the  two  coun- 
tries. marrying  Israeli  tech- 
nical expertise  with  Russia's 
manufacturing  capacity. 

But  after  visiting  a Jewish 
school  in  Moscow,  Mr  Nefcuy- 
ahu  condemned  the  recent 
rise  of  antisemitism  in  Rus- 
sia. saying  It  disfigured  the 
whole  of  society.  Intolerance 
of  Jens  would  lead  to  perse- 
cution of  other  minorities 


which  would  eventually 
destroy  the  very  concept  of  a 
society,  he  warned. 

Earlier  this  year.  General 
Albert  Makashov,  a Commu- 
nist MP.  provoked  outrage 
by  blaming  Russia's  current 
economic  problems  on  the 
Jews.  Several  synagogues 
have  been  attacked  recently. 

Mr  Primakov  said  the  Rus- 
sian government  would  step 
up  its  efforts  to  combat 
extremism.  In  talks  with  US 
Jewisb  groups  in  Moscow 
yesterday,  Mr  Primakov  reit- 
erated his  pledge  to  stamp 
out  attempts  to  inflame  reli- 
gious and  national  hatred. 


Opec  determined  to  reach  the 
oil  price  ‘comfort  zone’ 

Exporters  this  time  will  make  the  cuts  stick,  believing  that  at  $18 
to  $20  a barrel  they  can  repair  their  economies  without 
destabilising  importing  countries,  writes  Robert  Corzine 


0a  the  spot  ofl  prices  tte  century 

Mprtas 
IS  per  lore] 


Brest  ends  spet 
IS  per  barrel} 


Money,  or  more  pre- 
cisely the  lack  of  it, 
may  not  appear  as  a 
formal  item  on  the  agenda  of 
today's  meeting  of  the 
Organisation  of  Petroleum 
Exporting  Countries  in 
Vienna.  But  money  is  what 
will  be  on  the  minds  of  the 
group's  11  oil  ministers  as 
they  rubber-stamp  an  agree- 
ment with  leading  non -Opec 
exporters  to  cut  crude  pro- 
duction worldwide  by  more 
than  2m  barrels  a day  Cram 
April  1. 

“People  want  some  extra 
money,"  is  how  one  Gulf 
Arab  official  yesterday 
summed  up  the  motivation 
behind  the  deal,  the  outlines 
of  which  emerged  after  meet- 
ings in  The  Hague  two 
weeks  ago.  The  unanimity 
that  usually  proves  so  elu- 
sive at  Opec  meetings  seems 
likely  to  prevail. 

Although  sanctions-bound 
Iraq  is  not  party  to  the  deal, 
the  remaining  Opec  mem- 
bers appear  to  have  bought 
its  underlying  logic  as  pres- 
ented by  Saudi  Arabia,  the 
world's  biggest  crude 
exporter,  that  an  average  7 
per  cent  cut  in  output  could 
add  more  than  50  per  cent  to 


the  depressed  pre-agreement 
crude  price. 

The  recent  rise  in  oil 
prices  will  reassure  the  min- 
isters. many  of  whom  no 
doubt  hope  it  will  continue 
until  prices  are  back  in  their 
■'comfort  zone"  of  around 
$18- $20  a barrel,  the  level  at 
which  many  Gulf  Arab  econ- 
omies seem  to  be  structur- 
ally geared  to. 

Today's  agreement  is  also 
testimony  to  the  severe 
shock  that  last  year's  price 


Yesterday  Opec 
officials  voiced 
optimism  that  this 
deal,  unlike 
previous  ones, 
would  stick 


collapse  gave  to  oil-depen- 
dent economies  around  the 
world.  The  speed  of  the  col- 
lapse highlighted  just  how 
volatile  oil  markets  have 
become  at  a time  when  the 
dependence  of  many  produc- 


ing countries  on  oil  revenues 
is  growing.  It  was  only  just 
over  two  years  ago  that 
prices  were  approaching  $25 
a barrel  for  North  Sea  Brent 
Blend.  A few  months  ago 
Brent  was  under  $10. 

Yesterday  Opec  officials- 
voiced  optimism  that  this 
deal,  unlike  previous  ones, 
would  stick  because  it  had 
support  at  the  highest  politi- 
cal levels..  That  -may  be  so. 
But- looked  at  another  way, 
that  merely  confirms  the 
brittleness  of  many  Opec 
economies  and  their  inabil- 
ity to  withstand  any  pro- 
longed period  of  low  prices. 

But  does  it  follow  that  the 
economic  struggle  between 
oil  producers,  desperate  to 
make  up  for  lost  revenues, 
and  industrialised  countries 
keen  for  continuing  low 
energy  prices  to  maintain 
economic  momentum,  is 
about  to  be  re-ignited?  Or  is 
there  a price  which,  over  the  ! 
medium  term,  balances  the 
financial  concerns  of  produc- 
ers with  the  macroeconomic 
and  geo-political  goals  of  the 
west  and  the  commercial 
concerns  of  the  international 
oil  industry?  There  are  those 
who  argue  that  a medium- 
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term  average  of  $16  or  so  for 
Brent,  which  implies  an 
average  of  about  $18  for 
West  Texas  Intermediate, 
the  US  benchmark, 
addresses  a number  of 
issues. 

Such  a price  would  allevi- 
ate irather  than  lift  alto- 
gether the  financial  pres- 
sures on  the  worst  hit 
exporters,  so  there  would 
still  be  an  incentive  to 
restructure  moribund  oil 
economies  in  the  Gulf  and 
elsewhere.  But  it  would 
probably  be  high  enough  to 
limit  the  threat  of  social 
unrest  in  the  most  vulnera- 
ble producers.  A $16  average 
Brent  price  would  also  be 
high  enough  to  enable  Iraq 
to  realise  the  S5.3bn  six- 
monthly  revenue  target  of 
the  oil-for-food  programme 
at  current  production  levels. 

Although  nearly  $3  higher 
than  last  year’s  average,  it 
would  be  at  the  lower  end  of 


the  S15-S21  a barrel  range  In 
which  Brent  has  traded  for 
much-  of  the  past  10  years. 
"A  $20  oil  price  means  Inter 
est  rates  in  the  US  will  go 
up,"  says  Joe  Stanislaw  at 
Cambridge  Energy  Research 
Associates,  and  that  would 
undermine  any  global  recov- 
ery in  oil  demand. 

But  S16  would  be  high 
enough  to  ensure  the  con- 
tinuing diversity  of  global  oil 
supply:  “At  $16  the  North 
Sea  has  a future,”  says  Mal- 
colm Brinded,  head  of  Shell 
UK,  one  of  the  biggest  North 
Sea  operators.  Such  a price 
would  also  probably  be  high 
enough  to  ease  the  recent 
precipitous  decline  in  US 
onshore  production. 

The  $16  a barrel  level  also 
has  resonance  in  the  Cas- 
pian Sea  region,  an  area 
which  the  US  is  keen  to  see 
developed  for  geo-political 
reasons:  “Two  years  ago  sen- 
timent in  the  Caspian  was 


comfortable  only  at  $18-$20  a 
barrel,"  says  a senior  execu- 
tive at  a big  US  oil  company. 
"Now  we’re  probably  confi- 
dent at  around  $15-116  a bar- 
rel." 

Such  a price  level  would 
also  be  low  enough  to 
encourage  continuing 
restructuring  and  technolog- 
ical innovation  in  the  inter- 
national oil  industry,  thus 
ensuring  that  over  time 
exploration,  development 
and  production  costs  will 
continue  to  fall. 

But  Opec,  which  often 
talks  in  vague  terms  about  a 
fair  price  for  producers  and 
consumers  alike,  has  so  far 
rejected  suggestions  that  it 
set  a specific  price  target 
against  which  it.  and  per- 
haps other  non-Opec  produc- 
ers. would  automatically 
adjust  production  up  or 
down. 

Commodities,  Page  34 


Gap  wider  over 
Year  2000 


By  Paul  Taylor  in  London 

Gaps  between  leaders  and 
laggards  in  the  race  to 
ensure  computer  systems 
can  cope  with  the  Year  2000 
date  change  are  widening, 
according  to  a US  report 
published  yesterday. 

"The  companies  and  gov- 
ernments farthest  ahead  sig- 
nificantly increased  the 
speed  of  compliance  effort, 
and  extended  the  gap 
between  themselves  and  the 
ones  further  behind."  said 
US-based  Gartner  Group,  an 
information  technology  con- 
sultancy. 

Among  the  best  prepared 
countries  are  Australia,  Bel- 
gium. Bermuda.  Canada, 
Denmark.  Holland,  Ireland. 
Israel.  Switzerland.  Sweden, 
the  UK  and  the  US. 

The  bulk  of  least  prepared 
countries  are  developing 
nations,  but  they  also 
include  China  and  Russia. 
The  report  noted:  “Efforts  to 
get  less-developed  countries 
and  lagging  industries  mov- 
ing more  quickly  have  met 
with  minimal  success  by 
international  groups  and 
associations." 

Governments  and  govern- 
ment agencies  lag  behind 
the  private  sector  in  prepar- 
ing for  the  millennium 
bomb.  Even  among  the  most 
advanced  countries,  Gartner 
estimated  there  was  a mod- 


erate risk  of  serious  disrup- 
tion to  government  services. 

In  lagging  countries.  Gart- 
ner said  there  was  a moder- 
ate risk  of  severe  power  sup- 
ply interruptions,  telephone 
problems,  disruptions  to  air 
transport,  interruptions  to 
government  services  and  to 
imports  and  exports.  In  the 
least  prepared,  there  was  a 
risk  of  “bank  interruptions 
and  panics". 

The  Gartner  analysts  said 
the  US  government  had 
extended  Its  lead  in  year 
2000  compliance.  However, 
the  report  noted  several 
other  countries  and  indus- 
tries had  made  particular 
progress  since  October  1998. 

These  included  Mexican 
and  Hong  Kong  banks,  the 
largest  Japanese  companies, 
large  companies  in  France, 
most  large  companies  in 
industrialised  contries  and 
US  federal  government  agen- 
cies. infrastructure  utilities 
and  banks. 

The  furthest  behind 
included  airports,  shipping 
and  railroads,  health  care, 
agriculture,  construction 
and  education. 

Last  year,  Gartner  esti- 
mated 15  to  30  per  cent  of  IT 
budgets  was  spent  on  IT 
compliance,  up  from  5 per 
cent  in  1997.  The  analysts 
forecast  this  figure  would 
rise  to  between  20  per  cent 
and  40  per  cent  this  year. 


OR  MAKE  A DREAM  COME  TRUE? 


Ignoring  a bar  native  energy  is  no  alternative.  Keeping  pace 
with  the  world's  accelerating  demand  for  energy  and 
supplying  power  to  remote  areas  require  Shell  to  puisue 
renewable  resources  like  solar,  biomass  and  wind  energy 
We  established  Shell  International  Renewables  with  a 
US$500  million  commitment  to  develop  these  new 
opportunities  commercially.  One  of  our  gods  is  to  make  solar 
energy  cheaper,  more  efficient  and  more  accessible, 
both  for  businesses  and  homes.  It's  part  of  our  commitment 
to  sustainable  development,  balancing  economic 
progress  with  environmental  care  and  social  responsibility. 

So  with  real  gods  and  investment,  energy  from  the  sun 
can  be  more  than  Just  a daydream. 
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ASIA-PACIFIC 


JAPANESE  EQUITIES  SURGE  IN  PURCHASES  INDICATES  GLOBAL  INVESTORS  MORE  OPTIMISTIC  ABOUT  ECONOMY 


Foreign  buying  of  Japan  stocks  hits  peak 


By  Gffian  Tett  In  Tokyo 


Foreign  institutions  have 
bought  record  volumes  of 
Japanese  stocks  in  recent 
days,  as  global  investors 
have  become  more  optimis- 
tic about  the  outlook  for 
Japan's  economy. 

Data  from  the  Tokyo  Stock 
Exchange  (TSE)  show  that 
in  the  second  week  of  March 
net  purchases  of  Japanese 
equities  by  non-Japanese 
investors  reached  Y776bn 
(SG.6bn>,  against  a weekly 
average  of  YBOObn  in  the  pre- 
vious five  weeks. 


This  is  the  highest  figure 
ever  recorded  for  the  pur- 
chases and  the  eighth  con- 
secutive week  of  such  activ- 
ity by  global  investors. 

The  TSE  has  not  yet 
released  data  for  last  week. 
But  traders  report  that  for* 
eign  institutions  made  simi- 
lar. heavy  purchases  in 
recent  days. 

The  Nikkei  225,  the  key 
stock  market  indicator, 
closed  at  an  eight-month 
high  oF  16,378.78  on  Friday. 
5.7  per  cent  up  on  the  week, 
and  22  per  cent  up  since  the 
start  of  the  year. 


The  stock  market  was 
closed  in  Japan  yesterday  for 
a holiday.  But  some  analysts 
believe  the  purchases  may 
continue  this  week  as  well. 

Garry  Evans,  strategist  at 
HSBC  Securities  in  Japan 
said:  “This  unprecedented 
net  baying  by  foreigners 
gives  some  indication  of  the 
close-to-panic  conditions 
which  some  [Investors]  have 
got  themselves  into.  The 
potential  for  more  buying  is 
enormous". 

The  surge  is  believed  to 
have  occurred  because  most 
foreign  investors  were 


underweight  in  Japanese 
equities  last  year,  because 
they  were  gloomy  about  the 
economy. 

HSBC  suggests  that,  on 
average,  non-Japanese  insti- 
tutions have  been  holding 
only  half  to  two-thirds  of  the 
level  of  shares  that  would  be 
indicated  by  a “neutral" 
index,  or  some  Y30.000bn 
less  than  this  “neutral” 
index  might  imply. 

Most  private-sector  econo- 
mists are  still  forecasting 
that  the  Japanese  economy 
will  contract  this  year.  In 
recent  days,  many  investors 


have  become  alarmed  that 
this  underweight  position 
wfil  leave  them  exposed  if 
Japan  does  recover  slightly. 

One  reason  is  that  the 
Rank  of  Japan  may  be  forced 
to  unveil  a more  expansion- 
ary monetary  policy  soon.  A 
second  is  that  the  govern- 
ment’s recent  banking 
reform  measures  have 
reduced  the  risk  of  a finan- 
cial crisis. 

A third  factor  is  that 
recent  corporate  restructur- 
ing has  boosted  hopes  that 
the  country  is  finally  imple- 
menting structural  reform. 


Some  global  investors  fear 
that  the  US  stock  market  is 
now  at  its  peak.  One  US 
hedge  fund  trader  said: 
“People  have  the  feeling  it’s 
too  risky  to  ignore  Japan 
right  now,  particularly  with- 
the  currency  strengthening.” 

Some  institutions  suspect 
that  this  rally  will  not  be 
sustained. 

The  foreign  purchases 
come  at  a critical  time  for 
the  Japanese  corporate 
world,  since  Japanese  com- 
panies traditionally  value 
their  equity  portfolios  at  the 
end  of  the  fiscal  year. 


A treadmill  of  growth  and  recession 


Gillian  Tett  reports 
that  big  government 
spending  packages 
may  not  have  a 
sustained  effect 


This  decade  Japan's  econ- 
omy has  seemed  stuck 
on  a depressing  tread- 
mill. Over  and  over  again, 
the  government  bas  pulled 
the  economy  out  of  recession 
with  spending  packages  - 
only  to  watch  it  splutter  to  a 
halt  when  the  stimulus  pack- 
age came  to  an  end. 

This  spring,  however,  the 
treadmill  is  taking  a newly 
dangerous  turn.  For  in 
recent  weeks  some  tantalis- 
ing hints  of  recovery  have 
emerged,  leaving  Keizo  Obu- 
chi.  prime  minister,  cheer- 
fully proclaiming  an  end  to 
last  year's  recession. 

But  though  these  upbeat 
signals  have  pushed  the 
stock  market  sharply  higher, 
most  of  this  recovery  still 
appears  to  stem  from  spend- 
ing packages.  And  the  dan- 
ger, now  is  that  growth  will 
splutter  out  again  later  this 
year  - forcing  the  govern- 
ment to  simply  repeat  this 
“stop-go”  cycle. 

The  fundamental  problem 
is  that  there  is  still  little  evi- 
dence that  the  latest  record 
Y24,000bn  ft205bn)  spending 


package  unveiled  last 
autumn  is  In  fact  creating  a 
self-sustaining  recovery  in 
the  private  sector.  The  gross 
domestic  product  data  for 
last  October-December 
period,  for  example,  showed 
a startling  annual  growth  of 
10.6  per  cent  in  the  level  of 
public  sector  investment. 

However,  this  was  not 
matched  by  the  rest  of  the 
data.  Private  capital  expendi- 
ture. for  example,  dropped  a 
record  17.2  per  cent  in  this 
period,  consumption  fell  0.1 
per  cent,  and  even  exports 
dropped  by  6.2  per  cent  - 
leaving  overall  GDP  down 
3.2  per  cent  on  an  annualised 
basis. 

Since  then,  monthly  fig- 
ures have  painted  a brighter 
picture  of  private  activity. 
Corporate  bankruptcies  have 
tumbled,  and  surveys  of 
business  sentiment  have 
become  less  gloomy.  Excess 
industrial  inventories 
dropped  1.8  per  cent  between 
December  and  January, 
while  Industrial  production 
rose  0.4  per  cent,  the  second 
month  of  growth. 

There  have  also  been  hints 
of  a stronger  consumer  senti- 
ment. But  for  every  sign  of 
upturn  there  is  still  a sign  of 
gloom.  Exports  remain  very 
weak,  capital  expenditure  is 
dropping  and  production  in 
some  leading  sectors,  such 


as  cars,  is  still  falling.  On 
the  consumer  side,  overall 
sales  data  from  retailers 
remains  depressed,  strangely 
contradicting  the  household 
expenditure  survey,  which 
indicated  spending  was  1.4 
per  cent  higher. 

Meanwhile,  any  upbeat 
data  are  often  linked  to  gov- 
ernment spending.  Corpo- 
rate bankruptcies  have 
fallen  because  the  govern- 
ment is  extending  huge,  sub- 
sidised loans  to  small  compa- 
nies. The  rebound  In 
housing  starts  is  similarly 
put  down  to  the  ultra-low, 
subsidised  mortgage  rates 
which  the  Housing  Loan 
Corporation,  the  state 
lender,  is  offering.  And  a big 
factor  for  the  surge  in  busi- 
ness confidence  is  that 
higher  infrastructure  spend- 
ing is,  in  effect,  bailing  out 
the  construction  industry - 

The  government  insists 
that  these  caveats  should 
not  matter.  If  industrial  pro- 
duction and . consumption  is 
indeed  stabilising.,  this  could 
still  create  a modicum  of 
growth  In  the  .first  half  of 
the  year,  given  that  last 
year's  data  were  so  dire. 

But  the  danger  wiD  come 
when  the  Y24.000bn  spend- 
ing package  starts  to  run  out 
in  the  middle  of  this  year. 

The  outlook  for  corporate 
investment  is  still  extremely 


bleak,  as  most  companies 
over-invested  earlier  this 
decade.  “Overcapacity  and 
low  corporate  profits  will 
keep  corporate  expenditure 
on  a downward  trend.”  fore- 
casts Brian  Rose  of  Warburg 
Dillon  Read,  who  fears  that 
this  falling  investment  could 
"slice  nearly  i per  cent  off 
gross  domestic  product  in 
fiscal  1999". 

A second  problem  is  that 
this  corporate  restructuring 
is  also  pushing  up  unem- 
ployment, limiting  a recov- 
ery in  consumer  spending. 
Jeffrey  Young  at  NLkko  Salo- 
mon Smith  Barney  calcu- 
lates that  merely  to  restore 
labour  productivity  to  the 
1997  level,  manufacturers 
must  either  reduce  employ- 
ment by  an  additional  5 per 
cent  at  the  current  output 
level,  or  boost  production  by 
more  than  5 per  cent.  “We 
expect  wage  compensation 
to  fall  by  2.3  per  cent  in  fis- 
cal 1999.  keeping  real  dispos- 
able income  growth  negative 
even  with  additional  income 
tax  cuts  of  Y2,D00bn  to 
Y3,000bn."  he  said. 

In  the  short  term  the  stock 
market  may  indeed  be  cor- 
rect to  celebrate  a small  eco- 
nomic rebound.  In  the  long 
term,  however.  Japan's 
"treadmill"  of  growth  and 
recession  is  becoming  cost- 
lier with  every  cycle. 


Keizo  Obuchi  speaking  to  cadets  yesterday;  die  prime  minister  has 
been  proclaiming  an  end  to  last  yes's  recession  AP 


Chinese 

bank 


eyes  hew 
securities 


By  James  Harding  in  Shanghai 


China  Construction  Bank 
(CCBj,  one  of  the  country's 
big  four  state-owned  banks, 
is  seeking  to  become  the 
first  financial  institution 
to  issue  mortgage-backed 
securities. 

The  proposed  launch  of 
the  new  financial  instrument 
would  enable  the  Chinese 
bank  to  raise  capital  and 
therefore  increase  its  capac- 
ity to  grant  new  loans. 

The  plans,  which  are 
under  review,  are  part  of 
China's  broader  efforts  to 
use  the  reform  of  the  real 
estate  market  to  reinvigorate 
the  economy.  In  this  case, 
the  issue  of  mortgage-backed 
securities  could  use  the 
surge  in  private  property 
ownership  to  help  improve 
the  health  of  the  state  bank- 
ing sector. 

The  CC-B  branch  in  Shang- 
hai, which  is  the  largest 
mortgage  lender  in  a city 
where  home  ownership  is 
increasingly  common,  bas 
laid  out  its  plans  to  sell  the 
securities  to  the  government 
and  financial  authorities. 

Yang  Minqiu.  an  official  at 
the  bank's  real  estate  credit 
division,  was  quoted  yester- 
day as  saying:  "We’re  now 
working  on  the  possibilities 
of  launching  mortgage-based 
securities. . . We  must  have  a 
strong  capita]  base  to  lend  to 
more  buyers.  But  to  issue 
such  securities  is  a very 
complicated  process  and  the 
approval  will  take  time.” 

CCB  plans  to  sell  the  mort- 
gage-backed securities  - 
bonds  backed  by  pools  of 
mortgages  - to  specialised 
financial  institutions  to  raise 
capital. 

Under  the  proposal  for  the 
securities,  the  lender  will 
sell  on  the  mortgages  to  an 
intermediary  who  bundles 
them  into  pools  and  sells 
them  as  securities  to  inves- 
tors. The  securities  make 
monthly  payments  to  inves- 
tors as  homebuyers  pay  off 
their  mortgages. 

CCB  expects  to  lend 
RMB  8bn-RMB  mbn  t$966m- 
S1.2bn>  in  mortgages  in 
Shanghai  this  year,  accord- 
ing to  the  report  yesterday 
in  the  Shanghai  Daily. 

Home  purchases  grew  55.4 
per  cent  In  the  city  last  year, 
with  nearly  90m  square 
metres  of  apartment  space 
changing  hands.  About  83,2 
per  cent  of  the  buyers  were 
individuals. 


Portugal  and  China  spat  over  Macao 


NEWS  digest  . 

BD  TO  QUELL  DWTO 

China  dismisses  US 
espionage  claims 


China  intensified  its  entidsms  ■ 

allegations  of  espionage.  - 

nuctear  secrets  from  American  laboratories  as 

» * 

hying  to  Sell  controversy  before  a visit  t°^Sington  •• 
early  next  month  by  Zhu  Rongji,  China  s . 

Mr  Zhu  hopes  to  defuse  American  anger  on ' a 1 °f 
fronts  while  advancing  negotiations  on  China senfry  into  , 

the  Work!  Ti^e  Organisation  a^se^g  to  t 

policy  of  constructive  engagement  in  US-Chma  relations  . 
despite  several  disagreements. 

Chinese  officials  said  they  believed ’ 
criticism  of  Beijing  in  Congress,  the  US  admtn(f^° 
remained  keen  to  highlight  the  positive  aspects  of  its 
engagement  with  China.  James  Kynge,  Beqmg 
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Plan  to  create  10m  jobs 

China  expects  to  create  more  than  10m  jobs  each  year  In 
the  service  industry  to  soak  up  millions  of  newfy  unem- 
ployed  workers  sacked  by  the  state  sector.  Wang  Dongjtn, 
vice-minister  of  labour,  was  quoted  yesterday  in  the  official 
China  Daily  as  saying  that  in  seven  large  cities  alone,  there 
were  7m  Chinese  families  who  needed  services  such  as 
electrical  repairs  and  newspaper  deliveries,  which  could 
create  20m  new  jobs. 

The  comments  underline  Beijing’s  increasing  reliance  on 
the  tertiary  sector  to  create  employment  as  failing  state 
industries  sack  millions  of  urban  workers. 

Gao  Shangquan,  president  of  the  China  Reform  and 
Development  Institute,  calculates  that  every  one  percent- 
age point  growth  in  the  service  industry  could  generate 
1 ,3m  new  jobs,  according  to  yesterday's  report  It  said 
10m  jobs  would  be  created  in  the  sector  if  China's  econ- 
omy maintained  this  year’s  target  of  7 per  cent  growth 
James  Harding,  Shanghai 


RECOVERY  IN  TAIWAN 


Exports  and  output  boosted 


By  Rahul  Jacob  in  Macao 


Portugal  and  China  appear, 
to  have  run  into  snags  In  the 
final  countdown  to  the  hand- 
over of  Macao  on  December 
19  this  year. 

At  the  end  of  a five-day 
visit  to  the  tiny  enclave. 
Jorge  Sampaio,  Portugal's 
president,  yesterday  said  he 
might  not  attend  Macao's 
handover  ceremony  if  some 
pending  disagreements  were 
not  resolved  ki  a way  that 
allowed  both  countries  to 
participate  with  dignity. 

“I  want  to.ncome  and  I 
want  to  go  with  my  face 


looking  up.  We  are  a proud 
country,"  said  Mr  Sampaio. 

The  most  contentious 
issue  between  the  two  coun- 
tries remains  the  Chinese 
proposal  Jto  send  a garrison 
of  the  People’s  Liberation 
Army  (PLA)  to  Macao.  The 
Chinese  have  indicated  that 
they  want  to  send  their 
troops  only  as  a show  of 
strength  that  they  hope  will 
help  put  an  end  to  Macao's 
periodic  outbreaks  of  gang 
violence. 

The  Chinese  have  given 
assurances  that  the  troops 
will  not  be  used  for  law 
enforcement,  which  is  a mat- 


ter for  the  local  administra- 
tion under  the  post-colonial 
constitution,  but  the  Portu- 
guese argue  there  is  no  need 
for  the  PLA  to  be  in  Macao. 

The  subject  came  to  the 
forefront  again  last  Friday 
not  long  after  official  meet- 
ings with  Mr  Sampaio,  when 
Qian  Qichen,  Chinese  vice- 
premier, was  asked  if  Beijing 
planned  to  send  an  advance 
guard  of  the  PLA  to  Macao 
before  the  handover.  He  was 
quoted  as  replying:  “Of 
course.” 

Mr  Sampaio  categorically 
denied  the  issue  had  been 
discussed  during  their  meet- 


ing. His  comments  yesterday 
suggested  that  the  difference 
of  opinion  between  the  two 
sides  on  the  stationing  of  the 
PLA  in  the  enclave  remain 
as  wide  as  ever. 

"On  the  matter  of  the 
advance  guard.  I am  not  bel- 
ligerent on  this  point,  but  we 
are  entitled  to  an  explana- 
tion,” said  Mr  Sampaio. 

His  comments  take  on  a 
special  significance  because 
he  shares,  the  responsibility 
for  Macao's  affairs  with  Por- 
tugal's foreign  ministry. 

China’s  leaders  have  com- 
mitted themselves  to  attend- 
ing Macao’s  handover,  which 


means  that  Mr  Sampaio’s 
pending  decision  on  whether 
to  attend  remains  a diplo- 
matic trump  card  in  negotia- 
tions continue  over  the  next 
several  months. 

Other  unresolved  issues 
are  the  post-handover  status 
of  Macao  residents  who  were 
granted  Portuguese  national- 
ity and  the  enclave’s  court  of 
final  appeal. 

“The  Portuguese  want 
dual  nationality  for  the 
people  with  Portuguese  pass- 
ports and  do  not  accept  the 
Chinese  position  that  that 
can't  be  allowed,"  said  a 
European  diplomat. 


Taiwan  yesterday  announced  unexpectedly  high  growth  in 
export  orders  and  industrial  output  in  the  first  two  months 
of  the  year,  raising  hopes  that  the  island  has  weathered 
the  worst  of  Asia's  economic  s*orm. 

The  figures  underscored  optimism  from  solid  export 
growth  in  January  and  February  and  added  further  energy 
to  a powerful  recent  rally  in  Taiwanese  stocks.  But  ana- 
lysts warned  It  was  still  too  early  to  forecast  blue  skies 
ahead  for  the  economy,  which  has  been  buffeted  by  the 
effects  of  the  regional  crisis  since  the  middle  of  last  year. 

Officials  said  export  orders  rose  2.12  per  cent  year-on- 
year  in  the  first  two  months  of  the  year,  while  industrial 
output  grew  4.39  per  cent  Most  analysts  had  expected 
less  substantial  gains. 

The  figures  helped  Taiwan's  main  stock  index  to  a three- 
month  high  dose  above  the  psychologically  important 
7,000  point  level,  strengthening  a recent  shares  rebound 
that  has  accompanied  a flowering  of  investor  optimism 
since  the  start  of  the  lunar  year  on  February  16. 

Mure  Dickie,  Taipei 


VIETNAM  REPORT 


Company  profits  fall 


Vietnamese  companies  reported  falling  profits  and  dimin- 
ished production  during  1998,  mainly  as  a result  of  the  -- 
regional  economic  crisis,  according  to  a report  just  pub- 
lished by  the  official  Vietnam  Chamber  of  Commerce  and 
Industry.  The  report,  based  on  a survey  of  800  state- 
owned  and  private  companies  across  the  country,  says 
that  just  47  per  cent  of  companies  surveyed  made  profits 
last  year,  against  a 65  per  cent  in  1997.  In  addition,  only 
48  per  cent  of  the  companies  reported  an  increase  in  pro- 
duction during  the  year,  against  81  per  cent  in  1997,  while 
just  31  per  cent  recorded  increased  exports,  against  70 
per  cent  the  previous  year.  Jonathan  Birchall,  Hanoi 


Hanoi  assails  rights  report 


By  Jonathan  Btrchafl  hi  Hanoi  . 
and  Frances  Williams  in  Geneva 


Vietnam  has  bitterly 
criticised  a United  .Nations 
report  -which  accuses  the 
country’s  communist  . gov- 
ernment of  continuing  .to' 
restrict,  religious  .'freedom, 
and  which  will  be-  presented 
to  the'  current  session'  of  the. 
UN  tTigh'  Commission-' on. 
Human -Rights. 

As  'the  commission's 
annual  six-week  meeting 
began  yesterday  in  Geneva, 
the  official  Vietnam  'News 
Agency  described  the  report 
by  the  UN’s  special  rappor- 
teur on  religious  freedom. 
Abdelfattah  Amor,  a s 
“groundless  and  biased". 
The  news  agency  also  indi- 
rectly accused  Mr  Amor  of 


using  his  Yfeit-  as  a pretext 
"to  slander  the.  Vietnamese 
government  "and  its  people, 
distort  the  situation  here. 
: and  interfere  in  our  internal 
affairs". 

- In  his  report,  compiled 
■'tfuring  a visit  to  Vietnam 
. last  October.  Mr  Amor  high- 
.lights  the  state's  continuing 
control  over.,  religious 
appointments  and  - institu- 
tions, whilenoting  that  indi- 
vidua!  adherents  to  the  main 
religions  are  now  allowed  far 
greater  freedom  of  belief 
than  was  previously  the 
case.  He  also  complains  of 
official  obstruction  during 
' the  visit,  which  was  made  at 
the  Invitation  of  the  Hanoi 
government  . 

Vietnam  has  been  teeing 
renewed  international  criti- 


cism over  its  human  rights 
record  following  the  arrest 
earlier  this  month  of  a 62- 
year-old  dissident  in  Hanoi, 
Nguyen  Thanh  Giang. 

■ The  US  and  the  European 
Union  have  not  yet  decided 
whether  to  sponsor  a resolu- 
tion or  statement  on  human 
rights  abuses  in  China  dur- 
ing the  meeting  or  the  UN 
Human  Rights  Commission. 
European  diplomats  said 
that  the  issue  would  be  dis- 
cussed in  Brussels  tomorrow 
but  a firm  decision  might 
not  be  taken  until  later. 

The  US  administration  is 
also  in  the  process  of  making 
up  its  mind  on  a resolution, 
despite  unanimous  resolu- 
tions from  both  houses  of 
Congress  condemning  Chi- 
na's human  rights  record. 


Yearly  figures  are  shown  In  Index  tarn  with  the  common  base  year  of  1985.  The  real  exchange  rate  « an  (ndej-  throughout;  other  quarterly  and  montNy  figures  show 
the  percentage  change  over  the  corresponding  period  In  the  previous  year  and  are  positive  unless  olharvrtse  stated. 
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ENERGY  DEAL  US  COMPANY  SNAPS  UP  GOVERNMENT  STAKE 


NZ  in  power  group  sale 


By  Terry  Hall  In  Wellington 


New  Zealand's  government 
has  sold  a 40  per  cent  share- 
holding in  Contact  Energy, 
the  electricity  and  gas  com- 
pany. to  Edison  Mission 
Energy  of  the  US  for  a 
higher  than  expected  price 
of  NZS1.2bn  (US$63Bm). 

The  sale  allows  the  gov- 
ernment to  go  ahead  with 
the  public  float  of  the 
remaining  GO  per  cent  of  the 
slate-owned  generator  in  the 
latest  of  its  "peoples’  floats” 
which  have  proved  enor- 
mously popular. 

The  proposed  sale  of  Con- 
tact has  raised  intense  pub- 
lic interest,  with  a record 
250,000  "pre-registering" 
their  interest  to  buy  shares 
by  late  yesterday. 

The  sale  of  the  so-called 
“cornerstone  shareholding" 
in  Contact  to  Edison  Mission 


also  paves  the  way  for  fur- 
ther successful  sales  of  the 
other  three  companies 
formed  from  Electricity  Cor- 
poration of  New  Zealand 
(ECNZ),  the  former  state- 
owned  generator. 

Max  Bradford,  energy  min- 
ister, met  fierce  opposition 
from  Sir  Selwyn  Cushing, 
the  former  ECNZ  chairman, 
and  many  others  when  he 
insisted  that  ECNZ  be  split 
up  in  an  attempt  to  ensure 
greater  competition. 

He  also  determined  that  a 
big  stake  be  sold  to  an  over- 
seas company  to  ensure  that 
it  was  held  by  a “skilled, 
experienced  operator  whD 
could  add  value". 

Bill  Birch,  treasurer,  said 
he  was  pleased  with  the  sale 
to  Edison  Mission  because  it 
would  spur  increased  compe- 
tition. Proceeds  of  the  sale 
would  be  used  to  retire  debt. 


The  sale  comes  as  the 
country's  fiscal  position  is 
improving  and  raises  the 
prospect  that  Mr  Birch  will 
be  able  to  go  ahead  with  tax 
cuts  before  the  election  later 
this  year. 

The  sale  also  removes  the 
prospect  of  considerable  gov- 
ernment embarrassment.  It 
had  been  widely  assumed 
that  Contact  would  be  sold 
to  TranzAlta  of  Canada,  the 
rival  bidder,  already  a big 
player  in  the  New  Zealand 
electricity  industry. 

Mr  Birch  said  Edison  Mis- 
sion made  the  highest  offer, 
of  NZSl-Sbn,  or  NZ$5  a share. 
NZ$854m  above  Contact’s 
book  value  of  NZSS&im. 

Edison  Mission  has  invest- 
ments in  projects  In  coun- 
tries Including  the  UK.  Aus- 
tralia. Spain,  and  the  US. 
Five  plants  are  being  built  in 
Indonesia,  Italy,  and  Turkey. 
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^!??.9??fTANT,TRUST  trial 


Justice  takes 
tough  line  on 
hint  of  deal 


By  Richard  Woffie  in 
Washington  and  Louise  Kshoe 
in  San  Francisco 

The  US  Justice  Department 
yesterday  adopted  a tough 
stance  towards  overtures  bv 
Microsoft  on  talks  to  settle 
the  long  antitrust  trial  of  the 
world's  largest  software 
company. 

Joel  Klein,  bead  of  the 
antitrust  division  at  the 
department,  insisted  that 
dficials  would  only  agree  to 
l deal  which  fully  addressed 
-he  charges  that  Microsoft 
bad  engaged  in  wide-ranging 
abuses  of  monopoly  power. 

, “We  have  not  received  any 
^ settlement  proposal  from 
! Microsoft.”  he  said.  “The 
Justice  Department  has 
always  been  and  remains 
open  to  a settlement  that 
fully  protects  consumers  and 
ensures  that  similar  anti- 
trust violations  do  not  occur 
in  the  future." 

In  a reference  to  news 
reports  of  Microsoft's  sugges- 
tion that  talks  could  begin, 
Mr  Klein  said:  "Let  me  just 
add  that  if  there  are  any  set- 
tlement discussions,  it  is 
best  that  they  occur  directly 
between  the  parties.” 

Microsoft  indicated  yester- 
day that  it  was  prepared  to 
compromise  on  some  of  the 
Justice  Department's  con- 
cerns. but  drew  a sharp  line 
on  the  company's  freedom  to 
design  its  own  products. 

In  particular;  the  company 
was  unwilling  to  acknowl- 
edge concerns  over  its  strat- 
egy  of  integrating  new  fea- 
ip  hires  and  technologies  into 
Windows  - the  operating 
software  which  drives  more 
than  90  per  cent  of  the 
world’s  personal  computers. 

Judge  Thomas  Jackson 
had  suggested  that  both 
sides  explore  the  possibility 
of  a settlement  before  the 
trial  was  recessed  last 
month.  “We  take  that  very 
seriously,"  a Microsoft  offi- 
cial said,  while  declining  to 
comment  further  on  whether 
settlement  talks  were 
planned. 

However,  Microsoft  said  it 
was  willing  to  "work  with 
the  government"  on  issues 
such  as  the  terms  of  its  soft- 
ware licensing  contracts. 
Indeed,  some  terms  of  the 


contracts  between  Microsoft 
and  personal  computer  man- 
ufacturers were  changed  last 
year  to  make  them  less 
restrictive. 

Yet  Microsoft  was  unwill- 
ing to  budge  on  the  "funda- 
mental issue  of  our  right  to 
improve  our  products  and 
integrate  new  features,”  an 
official  said. 

Microsoft  maintained  that 
it  had  established  a "strong 
record  on  key  issues"  in  the 
trial  proceedings  to  date. 
However,  “resolving  the  case 
without  the  need  for  further 
litigation  would  be  to  the 


Joel  Klein  insisted 
any  negotiations 
between  the  two 
parties  were 
done  directly 


benefit  of  the  company,  the 
government,  consumers  and 
the  industry,”  the  company 
said.  Microsoft's  shares  were 
trading  at  $173^  in  mid-ses- 
sion yesterday,  up  $2  from 
Friday's  close. 

Justice  Department  offi- 
cials believe  they  have  estab- 
lished a strong  case  against 
Microsoft  over  four  months 
of  evidence  in  court.  The 
anti-monopoly  trial 
adjourned  three  weeks  ago 
and  is  scheduled  to  restart 
□ext  month. 

Officials,  including  the 
attorneys-general  of  19  states 
also  suing  Microsoft,  say 
their  case  already  points  to 
the  need  for  strict  remedies 
to  be  imposed  on  the  com- 
pany. They  highlight  evi- 
dence of  Microsoft's  alleged 
attempts  to  stop  or  alter  the 
development  of  new  technol- 
ogy. as  well  as  its  strategy  of 
integrating  new  technologies 
into  Windows. 

Antitrust  officials  argue 
that  Microsoft's  integration 
strategy  is  an  attempt  to 
extend  its  monopoly  into 
newr  markets.  But  Microsoft 
argues  that  its  freedom  to 
integrate  products  was 
upheld  by  the  Washington 
appeals  court  in  a related 
case  last  year. 


Tax  shelters 
under  fire  in 
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By  Deborah  McGregor 
in  Washington 


The  Clinton  administration 
yesterday  launched  a strong 
attack  on  corporate  tax  shel- 
ters. 

In  a speech  to  corporate 
tax  executives.  Larry  Sum- 
mers. the  deputy  Treasury 
secretary,  vowed  to  imple- 
ment stiff  new  penalties 
aimed  at  reining  in  the 
aggressive  marketing  of 
questionable  tax  schemes 
that  are  draining  billions  of 
dollars  annually  from  the 
federal  Treasury. 

He  said  the  administration 
was  anxious  to  foster  a “cul- 
ture of  compliance"  rather 
than  simply  chasing  individ- 
ual transactions  on  a case- 
by-case  basis.  To  that  end. 
Mr  Summers  said,  his 
department  would  release  a 
white  paper  next  month  to 
clarify  what  it  viewed  as 
abusive  corporate  tax  prac- 
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doubt  among  the  cognoscenti 
that  the  transactions  we 
have  caught,  which  cost  bil- 
lions a year,  represent  only 
the  tip  of  the  Iceberg,”  said 
Mr  Summers. 

Sharing  the  administra- 
tion's concern,  the  American 
Bar  Association  recently 
noted  its  "growing  alarm  [at] 
the  aggressive  use  by  large 
corporate  taxpayers  of  tax 
products  that  have  little  or 
no  purpose  other  than  the 
reduction  of  federal  Income 
taxes”. 

Some  tax  lawyers  have 
urged  the  Treasury  to  take 
action,  partly  to  alleviate  the 
tremendous  competitive 
pressures  in  the  industry  to 
match  frenetic  marketing 
efforts  currently  under  way. 

Building  on  several  tax 
proposals  contained  in  Presi- 
dent Bill  Clinton's  February 
budget.  Mr  Summers  said 
the  administration  wanted 
to  create  “real  financial 
risks"  for  all  parties  to  tax- 
avoidance  schemes,  includ- 
ing those  facilitators  who 
might  previously  have  been 
considered  indifferent  for  tax 
purposes. 

He  proposed  slapping  a 25 
per  cent  excise  tax  on  law- 
yers and  promoters  who 
market  such  schemes.  Penal- 
ties would  also  be  assessed 
for  understating  tax  liabili- 
ties where  it  was  found  that 
tax  shelters  had  been  used. 

“Without  an  improved 
penalty  regime  the  tempta- 
tion for  taxpayers  to  play  the 
audit  lottery  is  too  great,” 
said  Mr  Summers.  The 
administration’s  proposals 
are  expected  to  receive  a 
warmer  than  normal  recep- 
tion in  Congress. 

For  example.  Bill  Archer, 
the  Republican  chairman  of 
the  tax-writing  Ways  and 
Means  committee  in  the 
House  of  Representatives, 
has  already  signalled  his 
willingness  to  review  corpo- 
rate tax  shelters. 


THE  AMERICAS 


Smuggling  and  corruption  are 
a way  of  life  on  Lake  Titicaca 

Lima  has  announced  tough  measures  but  when  so  many  owe 
livelihoods  to  contraband  it  is  an  uphill  task,  says  Sally  Bowen 
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A Peruvian  with  lemons  smuggled  from  Ecuador 


Reuter 


Long  before  dawn  breaks, 
long-distance  buses  pull 
up  in  Puno,  a sprawling 
and  unattractive  town  on 
the  shores  of  Take  Titicaca. 
It  is  Saturday  and  all  roads 
lead  to  the  the  town's  Bella v- 
ista  contraband  market. 

Most  of  the  arrivals  are 
women,  the  c holitas  of  the 
Andes  with  their  idiosyn- 
cratic headgear  and  many- 
petticoated  sldrts  and  it  is 
they  who  help  to  turn  Bel- 
lavista  into  an  Aladdin's 
cave.  Here  they  unload  con- 
signments of  Brazilian-made 
Thermos  flasks,  Japanese 
sound  systems.  Chilean 
soaps  and  shampoo  and 
Scotch  whisky,  Taiwanese 
sports  shoes  and  disposable 
nappies. 

AD  the  goods  they  bring 
have  entered  the  country 
illegally,  many  from  Chile's 
duty-free  port  of  Iquique,  fol- 
lowing a route  around  Lake 
Titicaca  and  across  the 
southern  Bolivian-Peruvian 
border,  avoiding  duties  and 
Peruvian  sales  tax. 

Along  the  northern  shores 
of  the  world's  highest  navi- 
gable lake,  contraband 


movements  are  on  a much 
larger  scale  and  potentially 
far  more  unpleasant.  Con- 
voys of  up  to  20  lorries  trun- 
dle through  tbe  night,  each 
carrying  more  than  a dozen 
men.  carrying  automatic 
automatic  weapons.  Accord- 
ing to  customs  officials  in 
Puno,  the  guards  are  often 
drugged  or  drunk  and  dis- 
posed to  violence. 

Merchandise  ranges  from 
household  appliances  and 
car  tyres  to  bulk  foodstuffs: 
flour  from  Argentina,  soya, 
sugar  and  cooking  oil  from 
Bolivia  and  Brazil. 

For  years,  Peruvian  manu- 
facturers have  railed  against 
the  contraband  avalanche. 
Now  President  Alberto  Fuji- 
mori has  thrown  his  weight 
behind  the  search  for  a solu- 
tion. 

A high-level  ministerial 
commission  beaded  by  Jorge 
Mufarech.  employment  min- 
ister, and  including  the  min- 
isters of  defence  and  the 
interior  have  been  told  that 
fighting  contraband  is  a top 
1999  priority.  According  to 
Victor  Joy  Way.  recently 
appointed  economy  and 


finance  minister,  merchan- 
dise worth  between  5500m 
and  Slbn  enters  Peru  each 
year  without  paying  customs 
duties  or  general  sales  tax 
«GV>. 

That  harms  both  Peruvian 
producers  and  manufactur- 
ers and  reduces  job  opportu- 
nities in  legally  constituted 
companies.  By  cutting  into 
revenues  it  also  "limits  the 
states  resources  for  develop- 
ing health,  education  and 
other  services."  he  says. 

New  measures  in  the  mak- 
ing sound  tough.  In  mid-Jan- 
uary. a cabinet- approved 
decree  declared  a state  of 
emergency  in  Puno  depart- 
ment f where  70  per  cent  of 
all  contraband  is  believed  to 
enten.  That  gives  the  army 
special  powers  to  intervene 
in  a job  at  which  the 
national  police  have  proven 
themselves  both  inefficient 
and  corrupt,  while  Sunad. 
Peru's  customs  authority, 
has  never  had  the  personnel 
or  the  infrastructure  to 
make  an  impact. 

Further  legislation  is 
under  consideration  which, 
according  to  President  Fuji- 


mori. would  subject  smug- 
glers armed  with  “weapons 
of  war"  to  the  same  penal- 
ties as  those  accused  of  ter- 
rorist crimes  (maximum  sen- 
tence is  life  imprisonment). 

Also  drawing  on  Peru's 
plentiful  counter-terrorist 
experience.  Mr  Mufarech 
says  the  government  is  con- 
sidering a "repentance"  sys- 
tem under  which  small-fry 
collaborators  who  inform  on 
leading  smugglers  would 
receive  reduced  sentences  or 
go  free. 

Early  results  do  not  look 
particularly  heartening.  In  a 
first,  early  February  com- 
bined operation  against  a 
convoy  circling  Lake  Titi- 
caca. members  of  one  mafia 
group  were  detained  and 
banded  over  for  further 
investigation.  Merchandise 
was  confiscated  but.  accord- 
ing to  commanding  officer 
General  Jose  Villen  a,  “most 
of  the  smugglers  escaped" 
and  no  weapons  were  cap- 
tured. Impoverished  locals 
often  defend  the  convoys  - 
which  provide  a much 
needed  source  of  income  - 
attacking  customs  men  and 
police  with  sticks  and 
stones. 

Puno  residents  are  not 
convinced  of  the  army’s 
enthusiasm.  Contraband 
convoys  have,  for  years, 
rumbled  unmolested  past 
Lhe  army  barracks  on  route 
from  Bolivian  border. 

Locals  have  witnessed 
senior  army  officials  accept- 


ing donations  of  goods  (in 
one  case,  microwave  ovens) 
in  return  for  looking  the 
other  way. 

Another  potential  stumb- 
ling block  is  Peru's  notori- 
ously inefficient  and  often 
corrupt  justice  system.  The 
one  big  mafioso  arrested  last 
year  was  freed  within  days 
by  a local  Puno  judge  and 
his  lorries  returned:  local 
customs  officials  say  the 
judicial  decision  was  the 
result  of  a big  pay-off. 

Even  given  greater  politi- 
cal will,  success  is  Ear  from 
guaranteed.  In  this  still- 
neglected  hinterland,  contra- 
band is  a delicate  social  as 
well  as  an  economic  prob- 


lem. At  least  half  ur  jH 
goods  sold  in  Puno  are  con- 
traband. says  Victor  Madar- 
iaga of  the  local  chamber  of 
commerce. 

The  estimated  S.00U  "infor- 
mals"  or  black-marketeers 
(mainly  street-sellers  and 
small-scale  hauliers*  operat- 
ing in  Puno  and  their  30.000 
dependent  relatives  - about 
half  the  population  - live 
from  smuggling. 

In  nearby  Juliaca.  the 
numbers  are  substantially 
higher.  "What  people  here 
desperately  need  is  jobs."  he 
says.  "Families  are-  on  the 
breadline  and  small-scale 
contraband  keeps  the  wolf 
from  tbe  door.” 
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Scandinavians  are  known  for  their  modesty,  but  in  this  case  we’ll  make  an  exception.  SAS  EuroBonus.  our 
frequent-flyer  programme,  was  voted  by  InsldeFlyer  magazine  as  the  best  international  programme  for 
three  consecutive  years. 

Earning  points  with  EuroBonus  has  never  been  easier,  because  you  earn  them  not  only  when  you  fly  with 
SAS,  but  also  with  dur  partners  (n  Star  Alliance”  - Air  Canada,  Lufthansa.  United  Airlines.  THAI  and  Varig. 
Air  New  Zealand  and  Ansett  Australia  join  Star  Alliance  on  2S  March  1999,  and  All  Nippon  Airlines  will  join 
us  in  the  autumn. 

Unlike  most  frequent-flyer  programmes,  EuroBonus  enables  you  to  exchange  points  not  only  for  bonus 
trips,  but  also  for  exclusive  offers  designed  to  make  leisure  time  more  enjoyable  lor  you  and  your  family. 

Call  + 44  - (0)  181  990  7122  or  visit  www^asj*  for  more  Information  about  SAS  EuroBonus.  the 
frequent-flyer  programme  that  makes  flying  more  worthwhile. 


It's  pure  Scandinavian 

Scandinavian  Airlines 
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BRITAIN 


NORTHERN  IRELAND  UK  GOVERNMENT  DECISION  COMES  AMID  EFFORTS  TO  BREAK  DEADLOCKON  HANDOVER  OF  PARAMILITARY  WEAPONS 

Release  of  IRA  prisoners  challenged 


FT  Reporters  in  London 
and  Belfast  

The  British  government 
yesterday  intervened  to 
delay  the  release  of  four 
Irish  Republican  Army  pris- 
oners as  intense  efforts 
appeared  to  be  under  way  to 
break  the  deadlock  on  the 
handover  of  paramilitary 
weapons  in  Northern 
Ireland. 

The  prime  minister  Tony 
Blair's  official  spokesman 
said  the  decision  by  Jack 
Straw,  the  home  secretary, 
to  challenge  the  release 


approved  by  the  Sentencing’ 
Review  Commission  was 
taken  on  judicial  grounds 
and  was  not  related  to  politi- 
cal developments. 

The  decision  is  the  first 

time  the  government  has 
publicly  disputed  a decision 
by  the  commission.  Pro-Brit- 
ish  Unionists  in  Northern 
Ireland  and  the  opposition 
Conservative  Party  in 
England  have  increasingly 
protested  at  the  release  of 
paramilitary  prisoners  while 
“punishment  beatings'7  con- 
tinue in  Northern  Ireland.  A 
13-year-old  boy  was  in  hospi- 


tal yesterday  after  a savage 
beating  by  masked  men  with 
baseball  bats  left  him  with  a 
broken  arm  and  fingers. 

Mr  Straw  is  seeking  a judi- 
cial review  of  the  decision  to 
give  early  release  to  the  four 
men,  including  Patrick 
Magee  who  was  convicted  of 
the  bombing  of  the  Grand 
Hotel  in  the  seaside  resort  of 
Brighton,  southern  England, 
during  the  1984  Conservative 
Party  conference. 

The  three  others  - 
Thomas  Paul  Quigley,  Paul 
Kavanagh  and  Gerard  McDo- 
nell,  were  due  to  be  released 


today  with  Mr  Magee  due 
out  in  June.  However,  the 
home  office  is  challenging 
whether  the  men's  tariffs  - 
the  time  they  actually  spent 
in  jail  - was  calculated  cor- 
rectly. 

“Jack  Straw  wants  to 
make  sure  the  due  process  is 
followed."  said  the  prime 
minister's  official  spokes- 
man. He  said  the  govern- 
ment's view  was  that  the 
Commission  had  made  its 
calculation  on  the  basis  that 
the  four  had  been  sentenced 
in  Northern  Ireland  rather 
than  in  England.  Downing 


Street  insisted  yesterday  the 
Home  Secretary’s  move  was 
based  on  judicial  grounds 
and  was  not  an  attempt  to 
apply  pressure  on  the  repub- 
lican movement 
Earlier,  after  more  than 
sis  hours  briefing  the  90  IRA 
inmates  on  the  current  stale- 
mate, Gerry  Kelly  - prisons 
spokesman  for  Sinn  F&in. 
political  wing  of  the  IRA, 
and  himself  a convicted  IRA 
bomber  - said  any  move  to 
meet  the  Ulster  Unionists' 
demand  for  some  gesture  on 
decommissioning  had  been 
ruled  out. 


Mo  Mowlam,  chief  North- 
ern Ireland  minister  in  the 
UK  government,  yesterday 
held  separate  meetings  with 
Sinn  Fein  officials  and  Gen- 
eral de  Chastelain,  who  is  in 
charge  of  any  arms  hand- 
over. It  is  understood  that 
General  de  Chastelain  is 
actively  working  on  a plan 
whereby  both  loyalist  para- 
militaries and  the  IRA  would 
begin  to  seal  or  destroy  some 
of  their  arms.  The  hardline 
statement  from  the  prisoners 
came  as  Northern  Ireland's 

nine  pro-agreement  parties 
met  in  roundtable  session. 


Prime  minister  seeks 
new  beginning  for  EU 


'Pro-Europe,  pro-reform  is  a perfectly  good 
position,’  and  is  shared  by  the  British 
people,  Tony  Blair  tells  Philip  Stephens 


This  week's  European  Union 
summit  probably  matters 
more  for  Tony  Blair  than  for 
any  of  the  other  presidents 
and  prime  ministers  who 
will  meet  in  Berlin.  Their 
joint  task  is  to  pull  the  EU 
from  the  mire  into  which  it 
was  plunged  by  the  resigna- 
tion of  Jacques  Santer's 
Commission.  But  no  one  will 
have  to  pay  closer  attention 
than  Mr  Blair  to  the  mood  of 
domestic  public  opinion. 

His  European  policy  is 
founded  on  the  assumption 
that  within  the  next  two  or 
three  years  he  can  persuade 
a deeply  sceptical  electorate 
(and  often  Europhobic  press) 
to  give  up  sterling  in  favour 
of  the  euro.  To  do  that  he 
has  first  to  prove  that 
Britain  has  a voice  that 
counts,  that  it  is  a shaper  of 
events  rather  than  a victim. 

Speaking  to  a group  of 
European  journalists  in  Lon- 
don yesterday,  he  was  clear 
as  to  the  first  priority  for  the 
summit  The  leaders  should 
appoint  a new  president  to 
serve  for  5'  ':  years.  And  that 
person  should  be  Romano 
Prodi,  Italy's  former  prime 
minister.  “I  have  always 
made  it  clear*7,  he  opened, 
“that  Romano  Prodi  has  all 
the  qualities  to  be  an  excel- 
lent president  of  the  Com- 


mission ...  He  is  a highly 
able  man  and  he  is  a 
reformer." 

The  prime  minister, 
though,  is  certain  that  a new 
mandate  is  as  important  as  a 
new  president  “We  have  got 
to  make  changes.  We  should 
seize  the  moment  and  regard 
the  events  of  the  last  two 
weeks  as  an  opportunity. 
People  in  Europe,  not  just  in 
Britain  but  across  Europe, 
will  expect  us  to  have  a new 
president  with  a real  man- 
date for  change." 

Yet  when  we  discuss  the 
nature  of  those  changes,  Mr 
Blair  contrives  to  be  both 
clear  and  opaque:  clear  on 
the  short-term  direction  to 
be  given  to  the  new  Commis- 
sion. and  on  the  financial 
controls  and  auditing  mecha- 
nisms needed  to  avoid  a 
repeat  of  the  recent  debacle; 
opaque  on  what,  if  anything, 
should  be  done  in  the  longer 
term  to  rebalance  the  rela- 
tionship between  the  Com- 
mission. the  Council  of  Min- 
isters and  the  Europea u 
parliament. 

Taking  the  short-term 
agenda  Hist.  Mr  Blair  will 
present  his  fellow  leaders 
with  plans  for  reform  of  the 
procedures  for  appoint- 
ments. pay  and  accountabil- 
ity of  Commission  officials. 


A fraud  investigation  unit 
within  the  Commission 
would  be  reinforced  by  an 
independent  external  audit 
mechanism.  Alongside  more 
stringent  scrutiny,  he  wants 
EU  leaders  to  give  the  new 
president  a mandate  to  con- 
centrate on  the  things  that 
matter  “This  is  what  we 
want  you  to  do,  these  are  the 
things  we  want  you  to  carry 
out."  Completing  the  single 
market  would  be  oue  prior- 
ity. And  in  areas  such  as 
employment  policy,  the 
Commission  should  concen- 
trate on  co-operation  rather 
than  “over-regulation". 

Beyond  this  immediate 
checklist,  however.  Mr  Blair 
is  far  more  cautious.  He 
agrees  that  basic  questions 
about  the  relationship 
between  the  EU’s  institu- 
tions have  become  “more 
pressing".  But  he  does  not 
sound  anxious  for  the  parlia- 
ment to  capitalise  on  Us 
recent  triumph  or  to  make 
the  Council  of  Ministers 
more  accountable. 

What's  needed  Is  reflec- 
tion. “The  European  parlia- 
ment is  more  directly  demo- 
cratic but  it  is  more  remote 
from  people  than  their 
national  parliaments  or  their 
elected  governments.  The 
Council  of  Ministers  is  closer 
to  people  in  the  sense  that 
the  British  prime  minister  is 
directly  accountable  to  the 
British  electorate  in  a very 
obvious  way  and  yet,  in 


Tony  Blair:  Commission  should  avoid  over-regulation  Brendan  Carr 


terms  of  the  European  deri- 
sions we  take,  it  [the  Coun- 
cil] is  less  directly  demo- 
cratic. That's  the  dilemma." 

Mr  Blair  does  not  offer  a 
solution  but  is  clearly  more 
interested  in  finding  a stron- 
ger role  for  national  parlia- 
ments than  for  the  Stras- 
bourg assembly. 

On  the  question  of  renego- 
tiating the  rebate  on 
Britain’s  payments  to  Brus- 
sels, he  is  firm.  That,  it 
seems,  would  be  a bridge  too 
far  for  domestic  opinion. 


Britain  is  the  second  largest 
net  contributor.  In  defending 
the  rebate,  he  says:  “We  are 
□at  asking  to  be  better  off. 
We  are  simply  asking  not  to 
be  any  worse  off." 

And  on  efforts  to  bring 
British  voters  around  to  the 
euro  before  say.  2001,  he 
sounds  confident:  "Pro- 
Europe.  pro-reform  is  a per- 
fectly good  position  and  I 
think  it's  where  a large  part 
of  the  British  people  are." 
But  Berlin,  he  knows,  will 
count. 


Finance 
workers 
vote  for 
single 
trade  union 


By  Robot  Taylor, 

Employment  Editor 


SCOTLAND  CONGREGATIONS  MAY  TURN  THEIR  BACKS  ^PROJECT  WITH  EVANGELIST  PAT  R0BERTS0N_G0ES  AHEAD 

Churches  may  boycott  bank  over  TV  deal 


By  James  Buxton  in  Edinburgh 

Bank  of  Scotland  could  face 
a boycott  by  Scotland’s 
churches  if  it  proceeds  with 
a project  to  set  up  a US  tele- 
phone banking  operation 
with  Pat  Robertson,  the  tele- 
vision evangelist 
ACTS,  an  ecumenical  body 
representing  almost  all  Scot- 
land's churches  and  1.5m 
members,  is  being  urged  to 
close  its  account  with  Bank 
of  Scotland  and  recommend 
to  its  member  churches  that 
they  do  the  same.  Members 
of  ACTS  oppose  the  deal 
because  of  Mr  Robertson’s 
rightwing  views  and  his 
antagonism  towards  homo- 
sexuals, feminists,  liberals 


and  non-Christian  religions. 

Mr  Robertson  is  best- 
known  internationally  for 
his  failed  bid  for  the  Republi- 
can presidential  nomination 
in  1988.  backed  by  the  par- 
ty's ranks  of  conservative 
evangelical  Christians.  He  is 
famed  for  such  feats  as 
ordering  Hurricane  Gloria  to 
divert  its  course  away  from 
his  television  station,  about 
which  he  has  remarked:  “I 
felt  that  if  1 couldn't  move  a 
hurricane,  I could  hardly 
move  a nation". 

He  has  also  had  a success- 
ful business  career.  He  sold 
International  Family  Enter- 
tainment. the  parent  com- 
pany of  his  US  cable  net- 
work. to  Rupert  Murdoch  for 


$l.9bn  two  years  ago.  His 
business  interests  have 
included  diamond  mining, 
chemicals  and  banking  - he 
was  a director  of  one  of  Vir- 
ginia's larger  banks  during 
the  1980s.  He  is  a director  of 
Laura  Ashley,  the  UK 
clothes  retailer. 

Bishop  Richard  Holloway, 
the  bishop  of  Edinburgh  and 
the  primus  (head)  of  the 
Episcopal  Church  of  Scot- 
land, said  Mr  Robertson's 
beliefs  were  in  conflict  with 
everything  the  churches 
stood  for.  He  said  it  would  be 
in  the  bank's  best  interests 
to  pull  out  of  the  deaL 

Bank  of  Scotland 
announced  this  month  it  was 
forming  a joint  venture  with 


Robertson  Financial  Ser- 
vices, a company  owned  by 
the  68-year-old  Mr  Robert- 
son, to  launch  a direct  bank- 
ing operation  modelled  on 
Sainsbury's  Bank,  the  tele- 
phone business  it  started  in 
the  UK  in  1997  with  J.  Sains  - 
bury-  tbe  supermarket 
group.  The  new  operation 
would  be  marketed  initiaDy 
to  followers  of  Mr  Robertson. 

The  bank  has  applied  to 
the  authorities  in  New  York 
for  approval  and  expects  the 
go-abead  in  about  four 
months.  It  refused  yesterday 
to  comment  on  the  churches' 
moves  or  other  expressions 
of  opposition  to  the  deal. 

Bank  of  Scotland's  rela- 
tionship with  Mr  Robertson 


has  been  criticised  in  the 
Scottish  media.  The  execu- 
tive committee  erf  ACTS  - 
Action  for  Churches 
Together  in  Scotland  - will 
recommend  a boycott  of  the 
bank  to  its  central  council 
when  it  meets  next  month. 
Individual  churches  will 
then  consider  the  issue. 

The  Episcopal  Church  of 
Scotland  will  meet  in  June. 
Bnt  the  institution  is 
dwarfed  by  the  Presbyterian 
Church  of  Scotland  which 
holds  its  general  assembly  in 
May. 

It  does  not  have  its 
account  with  Bank  of  Scot- 
land. but  many  individual 
churches  do.  as  do  people  in 
their  congregations. 


Island  finance  sector  has  ‘nothing  to  fear’ 


By  Philip  Jeune  in  Jersey 

Jersey's  finance  industry  has 
nothing  to  fear  from  OECD 
moves  against  tax  havens. 
Colin  Powell,  deputy  chair- 
man of  the  island's  Financial 
Services  Commission,  said 
yesterday. 

“Jersey  is  no  more  a tax 
haven  than  Switzerland. 
Luxembourg.  Singapore  or 
Hong  Kong,"  said  Mr  Powell, 
referring  to  offshore  centres 


that  have  not  been  consid- 
ered by  the  OECD  as  requir- 
ing investigation. 

He  said  the  Jersey  authori- 
ties were  confident  of  not 
being  placed  on  the  OECD 
list  of  fax  havens  because 
the  island  fails  to  meet  the 
four  main  criteria  - it  has  no 
anomalous  taxes,  no  hank 
secrecy  law,  no  lack  of  trans- 
parency and  deals  only  with 
"substantial”  businesses 
with  high  reputations. 


He  was  reacting  to  recent 
suggestions  that  interna- 
tional concern  about  harm- 
ful tax  competition  could 
lead  to  legislative  action  that 
might  affect  Jersey's  £230bn 
(S374bn)  finance  industry. 
Jersey  is  the  largest  of  the 
Channel  Islands  between 
England  and  France,  and 
makes  its  own  finance  laws. 

Mr  Powell  dismissed  the 
possibility  or  exchange  con- 
trols on  the  movement  of 


funds  to  the  island,  saying 
such  a move  could  not  be 
justified  and  would  be 
against  the  principles  that 
brought  the  European  Union 
states  together. 

Richard  Pratt.  FSC  direc- 
tor-general. also  addressed 
the  briefing,  outlining  the 
way  in  which  the  island  is 
reacting  to  the  recommenda- 
tions of  the  UK  govern- 
ment's Edwards  Report, 
which  examined  the  finan- 


cial laws  of  offshore  finance 
centres.  “Around  half  are 
already  covered  by  existing 
policies  and  practice  while 
others,  which  are  not  terri- 
bly contentious,  simply 
require  a review  of  existing 
procedures.  Some  do  not 
apply  to  Jersey  at  all,  and 
tbe  remaining  40-50,  which 
are  not  current  practice, 
require  research  as  some  of 
them  involve  important 
points  of  principle.”  he  said. 


A new  trade  union, 
representing  up  to  200,000 
employees  in  the  UK's  finan- 
cial services  sector,  was 
announced  yesterday. 

Unifi,  which  its  leaders 
rfaim  is  the  largest  specialist 
finance  union  in  the  world. 

will  be  launched  formally  in 
May. 

Ed  Sweeney,  one  of  the 
union's  joint  general  secre- 
taries. said:  "The  new  union 
is  a clear  message  to  the 
finance  industry  that  Its 
staff  need  and  want  one 
voice." 

The  union  plans  to  chal- 
lenge financial  institutions 
that  are  refusing  to  accept 
union  recognition  for  their 
employees.  Unifi  leaders  said 
they  would  be  using  the  fair- 
ness-at-work  legislation  to 
regain  recognition,  lost  three 
years  ago.  for  managers  at 
HSBC/Midland  bank. 

The  union  is  the  result  of 
a merger  between  Bifu.  the 
banking  trade  union,  and  the 
staff  associations  from 
National  Westminster  and 
Barclays.  Members  of  all 
three  gave  overwhelming 
support  to  the  merger. 

Mr  Sweeney  said  the 
union  had  enormous  oppor- 
tunities to  grow  in  a sector 
that  is  estimated  to  employ- 
up  to  1.5  m staff. 

Unifi  will  target  the  group 
union  of  Lloyds-TSB,  the 
other  large  UK  bank,  for 
membership.  Its  declared 
long-term  aim  is  to  create 
one  union  for  all  finance 
staff  and  end  what  union 
leaders  describe  as  80  years 
of  bitter  relations  among 
unions  in  tbe  sector. 

Its  architects  regard  Unifi 
as  an  organisational 
response  to  tbe  past  decade 
of  job  losses  and  branch  clo- 
sures In  banking  along  with 
attacks  on  pay.  conditions 
and  staff  levels. 

Rory  Murphy,  who  was 
general  secretary  of  the  Nat- 
West  Staff  Association,  said: 
“The  introduction  of  the 
euro  and  integration  of 
Europe  will  add  to  the  tech- 
nology. increased  competi- 
tion and  deregulation." 

One  of  the  union’s  first 
actions  may  be  to  ballot  its 
members  at  NatWest  for 
industrial  action  over  a pay 
offer.  The  offer  averages  3 
per  cent  but  many  staff  may 
receive  no  increase  with 
most  receiving  less  than  the 
inflation  rate. 

The  amalgamation  ballot 
results  were  overwhelming. 
In  Bifu.  37  per  cent  of  staff 
responded  in  the  postal  vote 
with  96  per  cent  136,960)  in 
favour  of  the  merger. 

In  the  Barclays  staff  asso- 
ciation, 39  per  cent  of  mem- 
bers voted  with  93.3  per  cent 
supporting  the  new  union. 
Some  43  per  cent  of  NatWest 
association  staff  voted  with 
91.2  per  cent  in  support. 
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Engineering  group  given 
record  fine  after  rail  crasij 

A record  fine  of  £500.000  (SaiS.OOOlw^imposadonJ 
Balfour  Beatty  Rail  Maintenance  yesterday  after  ™ecomf 

pany  admitted  breaching  health “Jjj  ! 

rvmcems  about  the  safety  standards  of  the  private  com-j 

parties  maintaining  and  ! 

beenvorced  frequently  since  pnvateaton *S] 
the  Health  & Safety  Executive,  a stale  watchdog,  for  Raa^ 

track  to  tighten  its  monitoring.  . , \ 

Raittrack,  the  privatised  owner  erff  *"“*°JI1*J* 
rail  infrastructure,  said  last  month  it  planned  to  step  up  its 
safety  procedures  in  the  wake  of  an  alarm  ingincreasa  in  ( 
incidents  involving  contractors.  The  numb^  of  unsafe  «. 
acts”  increased  to  a record  level  in 
November.  The.  latest  prosecution  resulted  from  the  derati^ 
ment  of  eight  wagons  of  a 21 -wagon  freight  train  in  1997. , 
The  incident  occurred  while  Balfour  Beatty  was  remedying’ 
drainage  problems  with  the  track.  { 

The  previous  highest  fine  of  £250,000  was  imposed  on  j 
British  Rail,  the  former  stats  rail  operator,  following  a crash 
which  Wiled  35  people  near  Ctapham  Junction  in  London  . 
in  1988.  Charles  Batchelor,  London 

FUa  AND  VEHICLE  TAX 


1 


Truck  protest  blocks  London 

Hundreds  of  truck  drivers  blocked  streets  in  central  Lon- 
don yesterday  and  caused  long  tailbacks  on  motorways  in 
protest  at  increases  in  the  cost  of  fuel  and  vehicle  taxes. 
The  growing  protest  by  road  hauliers  at  the  increases  has 
forced  the  government  to  agree  to  a meeting  today  with 
the  Freight  Transport  Association  and  the  Road  Haulage 
Association  to  hear  drivers'  grievances. 

John  Reid,  the  transport  minister,  has  also  agreed  to  set 
up  an  industry  forum  involving  the  Treasury  and  the  trade 
and  industry  department  David  Green,  director-general  of 
the  FTA  said  the  government  had  been  forced  into  a last- 
minute  admission  that  its  policies  had  created  difficulties. 

Frank  Stears,  a south-east  England  haulier  and  leader  of 
the  protest,  said:  The  road  haulage  industry  has  not  got 
months  for  talks.  Many  people  have  only  got  weeks.  The 
minister  should  be  talking  to  people  like  us  who  actually 
drive  the  lorries."  Charles  Batchelor  and  George  Parker, 
London 


AIR  TRAFFIC  CONTROL 


‘No  rush’  on  privatisation 

The  government  said  yesterday  it  would  not  be  rushed  into 
privatising  the  National  Air  Traffic  Services,  although  it 
remained  committed  to  attracting  private  sector  invest- 
ment John  Reid,  transport  minister,  told  a trade  union 
conference  on  the  future  of  the  service:  "We  want  to  get  it 
right,  not  get  it  rushed.”  Some  officials  have  said  the  gov- 
ernment is  considering  postponing  the  Nats  privatisation 
until  after  the  next  national  elections,  not  expected  before 
2001. 

But  Mr  Reid  indicated  that  the  government  had  not 
abandoned  its  plan,  announced  last  year,  to  sell  off  51  per 
cent  of  the  service.  He  said  Nats  needed  private  sector 
funds  if  it  was  to  finance  future  investments. 

Joe  Magee,  aviation  officer  at  the  1PMS  union,  which 
represents  most  air  traffic  controllers,  said  Nats'  privatisa- 
tion could  compromise  safety.  He  said  Nats  should  instead 
be  turned  into  a publicly-owned  company  with  greater 
commercial  freedom.  Nats  would  remain  wholly  govern- 
ment-owned but  would  gain  access  to  both  public  and  pri- 
vate sources  of  finance.  Michael  Skapkrker,  London 


VOTING  SYSTEM 


ft 


Premier’s  boost  for  reformers 

Tony  Blair  has  given  MPs  in  the  governing  Labour  party 
who  favour  electoral  reform  their  best  chance  of  persuad- 
ing an  overwhelmingly  sceptical  party  to  campaign  for  pro- 
portional representation  in  a forthcoming  referendum.  A 4,. 
Labour  policy  document  released  on  Friday  will  in  effect  “ 
give  activists  who  want  a proportional  voting  system  for 
national  elections  a year  in  which  to  win  the  argument  in 
the  party.  Almost  ail  UK  elections  are  fought  on  the  first- 
past-the-post  system,  under  which  the  candidate  with  the 
highest  number  of  votes  wins  even  if  that  number  is  a 
minority  of  votes  cast 

The  elongated  timetable  marks  a turn  in  fortunes  for 
electoral  reform  campaigners,  who  feared  the  document 
would  be  biased  towards  retaining  the  existing  system.  In 
a sign  Mr  Blair  is  preparing  to  campaign  few  change,  the 
consultation  document  contains  his  statement  from  last 
October  that  the  independent  commission  on  electoral 
reform  had  made  a "powerful  case”  in  1998  for  a propor- 
tional voting  system.  Andrew  Parker,  London 


PORTABLE  COMPUTERS 


Watchdog  to  fund  safety  study 

The  Hearth  and  Safety  Executive,  a state  watchdog,  is  to 
fund  a one-year  study  of  possible  health  risks  from  using 
portable  and  handheld  computers.  Researchers  from  Sys- 
tem Concepts,  an  ergonomics  consultancy,  will  conduct 
the  study.  The  research  is  likely  to  focus  on  screen  tech- 
nology. which  is  changing  rapidly  and  where,  unlike  with 
desktop  machines,  there  is  relatively  little  guidance.  Other 
possible  risks  include  the  weight  of  some  portables.  "We 
are  aware  from  our  contacts  among  users  and  client 
organisations  that  the  number  of  concerns  associated  With 
the  use  of  portable  computers  appears  to  be  increasing; 
although  of  course  this  may  be  due  to  the  more  wide-'  I 
spread  usage,"  said  Tom  Stewart,  Systems  Concepts' 
managing  director.  Paul  Taylor,  London 


Blair  races  Pacific  islands  for  2000  glory 


Fiji  and  Tonga  say  they  will  greet  the  millennium 
first  but  the  UK  premier  thinks  the  world  wilf  be 
watching  the  Dome.  Sathnam  Sanghera  reports 


Alitile-noticed  but 
increasingly  bitter  dis- 
pute is  raging  in  the 
Pacific.  Fiji.  Tonga  and  the 
tiny  island  or  Kiribati  - all 
close  to  the  international 
date  line  on  the  ISO1  merid- 
ian - each  claim  they  will  be 
first  to  greet  the  new  millen- 
nium because  they  will  have 
the  earliest  midnight  on 
December  31. 

By  the  time  the  clocks 
chime  for  midnight  in  the 
UK.  hair  of  the  world  will 
have  already  celebrated  the 
coming  of  the  year  2000.  But 
a brochure  for  the  Millen- 
nium Dome.  Britain's  £758m 
($Ubnl  flagship  millennium 


project  near  the  River 
Thames  in  Greenwich, 
south-east  London,  declares: 
"The  second  millennium  will 
begin  at  midnight  Green- 
wich Mean  Time  - on  the 
line  of  zero  degrees  longi- 
tude,  which  runs  through 
the  site  of  the  dome  at 
Greenwich." 

Tony  Blau,  the  prime  min- 
ister. says  the  dome  is  recog- 
nised as  the  centrepiece  of 
the  celebrations  across  the 
world  precisely  because  the 
millennium,  theoretically, 
begins  on  January  1 at  fiOhOO 
GMT  - the  point  from  which 
time  in  all  zones  around  the 
world  is  calculated.  "The 


eyes  of  the  world  will  be 
upon  us,"  be  said,  launching 
the  project  in  June  1997. 

The  scheme,  partly  funded 
by  a £399m  grant  from  the 
UK  National  Lottery,  is  pos- 
sibly the  biggest  millennium 
project  in  the  world.  The 
perimeter  of  the  dome, 
which  covers  80.000  sq  m.  is 
more  than  a kilometre  long 
and  takes  15  minutes  to  walk 
around.  It  is  covered  by  a 
translucent  roof  held  in 
place  by  a cobweb  of  steel 
cables. 

It  houses  a central  perfor- 
mance area  where  the  mil- 
lennium night  celebrations 
will  take  place.  It  is  here 
that  the  public  will  be 
treated  to  the  Millennium 
Show  - a 20-minute  perfor- 
mance staged  three  times  a 
day  - once  the  doors  open  to 


the  public  for  the  year-long 
exhibition  that  will  begin  at 
midday  on  January  1. 

Around  this  central  area 
there  are  H themed  zones, 
including  the  Global  Zone, 
sponsored  by  British  Air- 
ways and  BAA.  the  airports 
operator,  and  the  Mobility 
Zone,  sponsored  by  Ford. 

The  Body  Zone,  backed  by 
Boots,  the  retail  pharmacy 
chain,  will  be  dominated  by 
a giant  sculpture  of 
entwined  male  and  female 
forms.  Visitors  will  enter  at 
the  hip  of  the  body  sculp- 
ture, travel  by  escalator  up 
an  arm  to  the  torso,  step  out 
to  a bridge  across  two  legs 
and  exit  from  an  escalator 
down  a shm.  Inside,  visitors 
will  be  told  about  the  func- 
tions of  the  human  body, 
how  it  grows,  repairs  itself 


The  Mtflermium  Dome  in  south-east  London,  in  front  of  the  distinctive  tower  of  the  Canary  Wharf  office  complex 


and  what  happens  when 
things  go  wrong. 

The  exhibition  aims  to 
attract  12m  visitors  over  the 
year.  Then  the  dome  will  he 
sold. 

The  government  recently 
invited  more  than  1.000  com- 
panies around  the  world  to 
bid  Tor  it.  Lord  Falconer,  the 
so-called  dome  minister,  said 
the  site  could  be  used  for  a 


commercial  development,  a 
tourist  attraction  or  more 
lhan  one  function. 

The  dome  represents  a 
massive  investment  and  it 
has  met  widespread  criti- 
cism. One  poll  found  only  6 
per  cent  of  Britons  thought 
it  appropriate  while  82  per 
cent  said  they  would  prefer 
the  money  to  be  spent  on  the 
state  health  service.  Mr  Blair 


announced  last  week,  in  an 
attempt  to  win  over  the 
hearts  of  the  public,  that  lm 
children  from  10,000  schools 
would  be  able  to  visit  the 
dome  free. 

But  this  did  not  prevent 
an  outcry  when  it  was  subse- 
quently revealed  that  tbe 
dome  would  be  one  of 
Britain's  most  expensive 
tourist  attractions,  with 


adults  paying  £20  each  fo, 
full-price  tickets. 

Dr  George  Carey,  the  h , 

of  the  Protestant  Church  oil 
England,  and  Cardinal  Basil 
Hume.  leader  of  Roman 
Catholics  in  England  and, 
Wales,  are  threatening  to  { 
boycott  the  opening  on  > 
December  31  unless  it 
includes  a stronger  Christian 
element 
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The  next  i.  E-services. 


HEWLETT® 

PACKARD 


?(H- 


to  blew.  Now  imagine.  A chip  in  the  engine  alerts 
an  electronic  service  that  the  driver  signed  up  for 
when  he  bought  the  car.  This  service  locates  the 
nearest  garage,  books  an  appointment,  provides 
directions  to  the  driver,  pushes  his  next  business 
meeting  back  an  hour  and  arranges  for  a rental  car 
to  meet  him  at  the  garage.  But  that’s  only  the 
beginning.  Meanwhile,  the  car  manufacturer  is 
notified  of  the  gasket  problem  (it  isn’t  the  firs?  time!) 
and  while  the  auto  giant  considers  retooling  the  line, 
the  service  drafts  a recall  notice  and  engages  the 
help  of  a PR  firm.  Wow.  A lot  is  happening  here.  Car. 
gas  station,  rental-car  company,  auto  giant  are  all 
seamlessly  linked  to  the  Internet.  Not  as  a collection 
of  web -sites  or  in  a battle  for  eyeballs.  But 
as  a catalyst  for  the  service-based  economy.  The 
next  chapter  of  the  Internet  is  about  to  be  written. 
And  it  will  have  nothing  to  do  with  you  working 
the  Web.  instead,  the  Internet  will  work  for  you. 
www.hp.com/e-services 
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BILL  GATES  ON  BUSINESS 


Microsoft 

bets  future 
on  the  net 


But  the  company 
famous  for  Windows 
may  face  an  era  in 
which  products  matter 
less  than  services, 
says  Louise  Kehoe 

Microsoft's  headquar- 
ters in  Redmond. 
Washington,  may 
th;  ooe  of  the  few 
places  where  Afcnica  Lewinsky 
has  - at  least  jokingly  - been 
called  a heroine.  For  a long  time, 
the  former  White  House  intern 
helped  to  keep  criticism  or  the 
embattled  company  and  its  chair- 
man. Bill  Gates,  off  the  front 
pages  of  magazines  and  newspa- 
pers. 

None  the  less,.  Microsoft  has 
been  subjected  to  a barrage  of 
negative  news  ever  since  the  US 
Justice  Department  filed  its  anti- 
trust case  against  the  company 
last  year. 

Now,  line  President  Bill  Clin- 
ton. Mr  Cates  is  trying  to  regain 
control  of  the  agenda  - both  in 
the  press  and  in  his  organisation. 
As  both  Bills  are  discovering, 
this  is  not  easy.  At  every'  turn, 
their  legal  difficulties  are  raised. 
Moreover,  while  President  Clin- 
ton's impeachment  trial  is  over, 
the  Microsoft  trial  will  soon 
resume,  after  a recess  of  several 
weeks. 

It  may  be  a coincidence  that  Mr 
Gates's  new  book  Business  <a  the 
Spcec/  0/  Thought  has  been  pub- 
lished during  the  trial  recess. 

, However,  it  is  probably  not  by 
chance  that  Microsoft  chose  to 
launch  a new  version  of  its  con- 
troversial internet  browser  soft- 
ware during  a break  in  daily 
courtroom  arguments. 

These  events  were  more  than 
mere  distractions  for  the  press. 
Mr  Gates  was  laying  the  founda- 
tions for  a new  phase  in  Micro- 
soft's growth.  Already  the 
world's  largest  software 
company,  it  has  grand  ambitions 
to  became  very  much  bigger. 


The  most  striking  aspect  of 
Microsoft’s  strategy  is  its 
breadth.  "The  mission  I see 
Microsoft  focused  on  today... is 
taking  the  internet,  combining  it 
with  great  software  and  turning 
that  into  the  most  powerful  tool 
of  all  time,  the  most  empowering 
tool  that  people  ever  have  hart 
The  most  revolutionary  tool  that 
wiH  change  how  we  do  business, 
how  we  learn,  how  we  entertain 
ourselves  and  how  we  communi- 
cate." Mr  Gates  said  last  week  as 
be  introduced  the  new  browser 
software. 

Mr  Gates  spoke  of  the  “web 
lifestyle"  - a term  he  has  coined 
to  describe  ubiquitous  use  of  the 
internet  for  daily  activities,  from 
checking  stock  prices  to  buying 
groceries  - and  the  “web  work- 
style"  which  puts  the  internet  at 
the  centre  of  business  communi- 
cations and  collaboration, 
enabling  retailers  to  deal  directly 
with  their  customers  and  all  busi- 
nesses to  Interact  with  their  sup- 
pliers and  customers. 

Microsoft  is  “betting  its  future 
on  the  web  lifestyle  and  web 
workstyle  becoming  main- 
stream". Mr  Gates  said.  With 
internet  use  growing  apace  - 
there  are  an  estimated  163m 
users  today,  up  from  4m  five 
years  ago  - this  sounds  like  a 


safe  bet  But  the  issue,  he  said, 
was  to  get  all  these  internet 
users,  and  more,  to  make  wider 
use  of  the  new  medium.  Most 
people  use  the  internet  only 
occasionally.  Only  about 
30  per  cent  have  "really 
embraced"  it. 

The  challenge  facing  Microsoft 
is  to  ensure  that  its  software 
remains  vital  to  PC  users  as  they 
embrace  the  internet.  Internet 


standards,  which  can  be  applied 
on  computers  of  any  type,  run- 
ning any  operating  system, 
threaten  to  make  Microsoft's 
Windows  market  advantages 
irrelevant. 

Even  as  Microsoft  moves  tD 
Integrate  desktop  applications  - 
ranging  from  word  processing 
and  spreadsheets  to  games  and 
encyclopedias  - more  tightly 
with  internet  services,  the  role  of 
Windows  becomes  less  apparent 
to  the  user. 


As  Mr  Gates  explains  it.  when 
a PC  user  searches  for  a docu- 
ment, he  or  she  should  not  have 
to  worry  about  whether  the 
required  information  is  stored  cm 
a PC  disk  drive  or  on  an  internet 
web  site.  It  should  all  look 
the  same. 

That  is  all  well  and  good,  but  it 
places  the  Internet  browser  inter- 
face at  the  centre  of  the  PC  user's 
experience,  potentially  displacing 


the  Windows  operating  system. 
Mr  Gates  says  Microsoft  has 
extended  internet  standards  to 
incorporate  the  “richness”  found 
in  Windows  and  Windows  appli- 
cations. Critics  charge  that  the 
company  has  attempted  to  hijack 
the  internet,  tying  users  to  the 
Windows  operating  system. 

There  are  similar  issues  when 
it  comes  to  servers,  the  more 
powerful  computers  that  link  cor- 
porate networks  or  host  internet 
web  sites.  In  this  arena,  Microsoft 
is  vying  with  several  competitors 
to  make  Its  Windows  NT  soft- 
ware the  de  facto  standard. 

But  the  battle,  often  depicted 
as  Unix  versus  Windows  NT,  is 
moving  into  new  territory.  The 
tough  issue  faring  businesses  is 
how  to  mix  older  “legacy" 
systems,  on  which  standard  busi- 
ness databases  have  been  built, 
with  today's  internet  or 
“web  style”  applications. 

One  of  Microsoft’s  most  potent 
challengers  in  this  segment  is 
Sun  Microsystems  with  its  Java 
technologies.  Specifically.  Sun  is 
promoting  Enterprise  JavaBeans, 
•a  new  approach  to  business  soft- 
ware development  that  makes  ft 
easier  to  create  the  “glue”  to  link 
old  and  new  information  systems 


applications.  Like  all  elements  of 
Sun's  Java,  the  JavaBeans 
approach  is  not  linked  to  any  par- 
ticular operating  system. 

The  biggest  risk  for  Microsoft 
is  that  computer  operating 
systems  become  a commodity 
product.  There  is  evidence  that 
this  could  happen.  Linux,  an 
increasingly  popular  server  oper- 
ating system,  is  available  free  of 
charge.  Companies  that  distrib- 
ute the  software  draw  their  prof- 
its from  support  services. 

Ironically,  even  as  Mr  Gates 
bets  his  company's  future  on  the 
internet,  he  may  be  hastening  an 
era  when  products  - including 
his  own  - become  the  adjunct  to 
services;  one  of  the  few  business 
segments  in  which  Microsoft  has 
deliberately  limited  its  role. 

Yet  any  threat  to  Microsoft's 
future  is  “good  news"  in  the 
short  term.  In  its  antitrust  trial, 
the  software  company  intends  to 
prove  that  it  faces  numerous 
competitors  that  could  soon  wipe 
out  its  market  dominance. 

The  truth  is  somewhere  in 
between.  With  millions  of  Win- 
dows PCs  in  use  worldwide, 
Microsoft's  continued  dominance 
Is  already  assured  during  the 
next  few  years.  Yet  Microsoft 


must  mix  the  agility  ctf  a start-up 
with  the  resources  of  the  world's 
most  highly  valued  company  if  it 
is  to  remain  a world  leader. 

Mr  Gates  stresses  that  Micro- 
soft cannot  bring  about  the  web 
lifestyle  on  its  own.  Just  as  it 
took  many  companies  to  create 
the  personal  computer  industry, 
“with  the  internet,  it's  an  even 
broader  set  of  companies",  he 
says.  “It’s  fantastic  to  see  the 
rate  of  new  start-ups.  the  invest- 
ments being  made,  because  we 


need  all  of  that  energy  to  make 
this  a reality." 

What  is  never  quite  clear,  these 
days,  is  whether  he  is  addressing 
Microsoft's  customers,  partners 
and  shareholders  - or  the  federal 
judge  hearing  Microsoft's  anti- 
trust case  in  Washington. 

An  audio  version  of  the  book  on 
four  cassettes  is  available  from  the 
Tailing  Book  Shop,  price  £10.99 
inc  UK  p&p.  Tel:  0171-491  4117 
(■'14171  491  41171 

Business  ® the  Speed  of  Thought; 
Using  a Digital  Nervous  System 
by  Bill  Gates  with  Collins  Hemingway 
Penguin  Books,  London 

470pp.  £18.99.  pubUshed  March  25 


To  order  a copy  at  the  special  price  of 
El  6.99  inc  free  UK  pp.  call 
FT  BOOKSHOP  on  01B1-324  5511 
1444181-324  5511) 

Fax  0781-324  5678  f+ 44181-324  5578} 


Other  axoacts  « the  series  appeared  on  March  IS 
(Speed  p/res  6k  to  the  tfighal  nervous  system). 
March  19  (The  ear  itiovsott  i got  the  trtemeQ. 
March  20 1 Home  is  where  Sr  internet  s l ant 
March  02  iCopn ) with  an  era  pt  change).  An 
ffrtwww  with  Bit  Gates  by  Louee  Ketae 
appeared  on  March  >7. 

Extracts  O Ufifflem  H.  Gates  IS  1999 


Most  people  use  the  internet  only 
occasionally.  Only  about  30  per  cent 
have  freally  embraced1  it 


JV.  I to  Spain  and  Latin  America. 


Try  Ibrni'i  new  Intercontinental  Buuim  C|ju  and  enjoy  a world  clast  experience  on  a 
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of  room  between  vour  ergonomically  designed  seat  and  the  one  in  front.  Relax  in  style  and 
made-to-measure  comfort  wiling  away  the  time  watching  films,  sports  or  new*  on  your 


individual  video  screen,  make  i call  from  vonr  wa  on  your  personal  telephone  or  treat 
your  palate  to  a Mediterranean  Cuisine  inspired  choice  of  three  menus,  amongst  mans 
other  pomikiUties.  And  when  you've  landed  and  had  lime  to  reflect,  you'll  have  on  doubt 
as  to  wiiy  Iberia  it  today  one  of  the  leading  business  airlines  of  the  world. 
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INSIDE  TRACK 


ML  offers  more  flights  from  Europe  to  Tokyo,  Osaka 


and  Nagoya  than  any  other  airline.  We  also  provide 


business  travellers  with  the  huge  benefit  of  evening 

departures.  With  such  a frequent  and  varied  flight 

schedule  we’re  able  to  give  you  the  broadest  choice. 


And  of  course  no  one  gives  you  a bigger  welcome,  or 


provides  such  an  impressive  in-flight  service. 


In  fact  when  you  fly  JAL  Executive  Class  Seasons  the 


only  thing  which  seems  too  small  is  the  flight  time. 


For  flight  bookings  or  more  information  call  JAL  or 


contact  your  travel  agenL 
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A BETTER  APPROACH  TO  BUSINESS 

wwwjal-europe.com 


TECHNOLOGY  BOTTLING 


Cracks  in  a brewers’  glass  ceiling 


_ R %*- 


Producers  hope  that 
beer  drinkers  will 
find  plastic  is 
fantastic/ writes 

John  Nutting 


HRfllf  you  have  ever  seen 
Rm  someone  hit  on  the 
■iHihead  with  a glass 
beer  bottle  by  an  overexcited 
revelier  in  a bar,  you  wffl 
appreciate  the  virtues  of  a 
switch  to  lightweight  plastic 
containers. 

The  traditional  glass  beer 
bottle  is  under  threat  as 
technological  advances  open 
the  way  far  a wide  range  of 
plastic  beer  bottles,  which 
brewers  hope  will  attract 
consumers'  attention,  in  a 
flat,  but  increasingly 
crowded,  market 

This  month,  Anheuser- 
Busch,  brewer  of  Budwelser 
in  America,  the  world's  most 
popular  brand,  is  to  test- 
launch  its  latest  16oz  plastic 
bottle  in  Phoenix,  Arizona, 
and  Dallas,  Texas,  as  part  of 
its  programme  to  attract 
new  drinkers. 

It  is  just  one  example  of 
the  flurry  of  interest  world- 
wide in  the  use  of  plastics 
for  beer. 

“The  question  is  not  so 
much  ‘why?*  but  ‘why  now’." 
says  Francisco  Serrano,  mar- 
keting manager  for  CODStar, 
one  of  the  companies  devel- 
oping the  new  bottles.  "For 
years,  the  brewing  industry 
has  been  looking  for  a plas- 
tic bottle  for  beer.  It  is  only 
in  the  past  two  years  that 
the  technology  has  been 
catching  up.  And  brewers 
have  been  looking  for  some- 
thing to  revitalise  the  mar- 
ket" 

This  is  a marketing  battle 
in  which  brewers  seem  pre- 
pared to  accept  higher  Initial 
costs  if  they  can  gain  an 
edge  with  consumers. 

The  average  l6oz  plastic 
bottle  costs  about  13  cents  in 
the  US,  compared  with  10 
cents  for  tbe  glass  equiva- 
lent Costs  will  come  down 
as  volumes  rise,  however, 
and  with  plastic  around  half 
the  weight  of  glass,  shipping 
costs  will  also  fall. 


Smashing  Idea:  scenes  Eke  this  one  may  be  less  common  If  the  brewing  industry  decides  to  switch  to  plastic  bottles 


£ 


The  problem  for  brewers  is 
that  the  PET  (polyethylene 
tetraphthalate)  bottles  used 
widely  for  soft  drinks  do  not 
offer  a long  enough  ■half  life 
for  beer.  PET  works  as  a bar- 
rier fen1  no  more  than  a few 
weeks,  compared  with  at 
least  eight  months  for 
canned  and  glass-bottled 
beers.  As  oxygen  is  absorbed 
from  the  atmosphere,  tbe 
beer  taste  suffers,  while  the 
carbon  dioxide  that  gives  the 
beer  its  fizz  leaks  out 

For  this  reason,  the  first 
experiments  with  the  use  of 
smaller  plastic  bottles  was 
confined  to  sporting  events, 
where  their  use  was  limited 
to  a short  period.  Large 
2 litre  PET  bottles  have  been 
used,  but  only  for  small 
quantities  of  non-premium 
beers. 

The  technological  break- 
throughs came  in  1997. 
These  use  new  materials 
such  as  PEN  (polyethylene 
napthalate),  a more  sophisti- 
cated type  of  PET,  as  well  as 


multilayer  plastics  with  bar- 
riers, caps  with  oxygen- 
scavenging chemicals  and 
external  spray  coatings. 

In  the  OK,  a bottle  devel- 
oped by  American  National 
Can.  the  US  subsidiary  of 
Fechiney,  the  French  pack- 
aging company,  was  used  by 
Bass  Brewers  in  an  experi- 


i6oz  bottle,  made  by  Con- 
star,  a subsidiary  of  Crown 
Cork  & Seal,  could  also  with- 
stand pasteurisation,  an 
important  part  of  the  brew- 
ing process  for  many  produc- 
ers, and  had  an  oxygen- 
scavenging  cap. 

Miller  Brewing,  second- 
biggest  05  brewer,  is  the  1st- 


Oxygen  that  gets  into  the  beer  during 
brewing  will  be  extracted,  improving 
flavour  over  time 


ment  with  multilayer  barrier 
materials  for  its  plastics  bot- 
tles. It  is  made  from  a layer 
of  EVOH  (ethylene  vinyl 
alcohol!,  which  acts  as  an 
oxygen  barrier,  sandwiched 
between  two  layers  of  PET. 

In  the  US,  Anheuser- 
Busch's  first  foray  into  plas- 
tic bottles  last  year  used 
PEN,  which  costs  about  10 
times  as  much  as  PET.  The 


est  to  experiment  with  plas- 
tic. It  claims  its  bottle 
matches  the  shelf  life  of 
glace  and  aluminium  rang  at 
a competitive  price.  Its  2Qoz 
and  1 litre  ben*  bottles  are 
made  from  a five-layer  mate- 
rial with  two  barrier  layers 
sandwiched  tn  PET,  made  by 
Continental  PET  Technolo- 
gies, a division  of  Owens  Iff- 
inois. 


However,  multilayer  bot- 
tles are  falling  foul  of  munic- 
ipal authorities  for  environ- 
mental reasons  - recycling 
is  virtually . impossible 
because  it  is  difficult  to  sepa- 
rate the  layers.  To  counter 
this,  an  alternative  tech- 
nique is  to  use  a spray-on 
externa]  coating  for  the  PET 
plastic  bottle.  Co  ns  tar  has 
developed  a process  - using 
an  oxygen-scavenging  epoxy 
amine  chemical  - called 
Starshleld,  which  has  been 
used  for  small  PET  bottles  in 
Saudi  Arabia.  The  coating, 
which  carries  all  the  bottle’s 
decoration,  can  be  separated 
relatively  easily  from  the 
main  PET  layer. 

Concerns  about  recyclabil- 
ity at  this  early  stage  in  the 
development  of  plastics  beer 
bottles  are,  however,  low  on 
tbe  list  of  priorities.  More 
significant  is  that  these  new 
bottles  could  enable  brewers 
to  offer  beers  that  improve 
with  age. 

Anheuser-Busch,  in  its  US 


test  launch  this  month,  is 
expected  to  use  a PET  bottle 
with  Amosorb  3000,  an 
oxygen-scavenger,  in  the 
walls,  in  addition  to  an 
oxygen-scavenging  sealant' 
in  the  crown.  In  theory,  any 
oxygen  that  gets  into  the 
beer  during  the  brewing  pro- 
cess will  be  extracted, 
improving  the  flavour  over 
time. 

But  what  do  consumers 
think  of  the  new  plastic  bot- 
tles? In  test  marketing, 
people  have  initially 
declined  to  drink  beer  from 
plastic.  But  once  they  have 
sampled  the  beers  they  have 
rhangpri  their  minds. 

Moreover,  Anheuser-Busch 
has  found  greater  resistance 
to  the  concept  of  plastic- 
bottled  beer  among  older 
drinkers.  Younger  consum- 
ers, with  few.  if  any,  precon- 
ceptions about  glass  bottled 
beers,  accepted  them  more 
readily. 

John  Nutting  is  editor  of 
The  Canmaker  magazine 
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ENVIRONMENT  VIEWPOINT  TRAVIS  ENGEN 


Thirsty  world  must  tap  market  forces 


Water  needs  to  be  treated  as  a tradeable  asset,  rather  than  a limitless  resource,  to  prevent  a catastrophe 


4 Our  planet  faces  a 
catastrophe  if  we  do 
not  satisfy  the 
growing  thirst  of  its 
people  and  the 
agriculture  that  sustains 
them. 

Yesterday  was  World  Day 
for  Water,  and  a reminder 
that  we  must  think  of  it  in  a 
new  way:  as  an  asset,  rather 
than  a limitless  resource. 
Water  may  be  everywhere, 
but  to  drink  it  or  farm  with 
it,  you  should  expect  to  pay 
a fair  price. 

The  situation  is  critical 
and  needs  immediate  action. 
One-fifth  of  the  world's 
population  has  no  access  to 
safe  drinking  water  and  half 
of  all  people  have  poor  water 
sanitation.  Global  water 
shortages  have  been  with  us 
for  some  time.  China's 
Yellow  River,  for  example. 


began  drying  up  tn  1972  due 
to  poor  irrigation  practices, 
increased  usage  and  climate 
variations. 

In  the  arid  south-western 
US,  water  streaming  down 
the  Colorado  River  rarely 
reaches  the  Pacific  Ocean  - 
prompting  debate  about 
rights  to  the  moving  water, 
likewise,  water  from  the 
Nile,  a river  serving  157m 
people,  barely  reaches  the 
Mediterranean. 

And  the  situation  will 
worsen.  By  2025,  the  global 
population  is  projected  to 
increase  to  &3bn,  from  5.7bn 
in  1995.  As  our  population 
grows,  so  does  our  water 
consumption  - we  have 
already  seen  increases 
during  the  past  95  years  that 
were  twice  as  Cast  as 
population  growth. 

Industrial  water  use  is  also 


projected  to  double  by  2025, 
and  without  action  to  clean 
and  recycle  this  resource, 
water  wastage  could 
quadruple.  As  a result, 
two-thirds  of  the  world’s 
population  could  face  water 
shortages  and/or  pollution  of 
its  drinking  water. 

Everyone,  worldwide, 
must  immediately  rethink 
how  we  manage  and  use 
water  on  a daily  basis.  Tbe 
way  to  start  is  to  subject  this 
important  resource  to  the 
discipline  of  the 
marketplace.  Until  recently, 
water  has  not  been  given  a 
true  market  value  in  most  of 
the  world.  It  has  been 
subsidised  heavily  for 
farming  in  most  areas. 

Just  like  irrigators  in 
Mexico,  Indonesia,  Pakistan 
and  Egypt,  farmers  in  desert 
regions  of  California 


received  subsidised  water  at 
unrealistically  low  prices  for 
decades.  A small  number  of 
these  farmers  have  had 
control  of  80  per  cent  of  the 
state's  water.  Fortunately, 
that  is  now  changing.  The 
largest  water  agency  In  tbe 
US  has  begun  trading  water 
rights  electronically, 
creating  the  first  true 
market  for  the  resource. 

Such  changes  must  be 
repeated  globally.  By  using 
market  pressures,  we  can 
create  powerful 
disincentives  to  reduce 
wasteful  distribution  and 
use.  Water  should  be  treated 
as  if  it  were  economic 
capital,  and  accurate 
monitoring  and  data 
collection  should  tie  water 
strategy  to  economic 
planning. 

Eliminating  the  implicit 


agricultural  subsidy  of 
arbitrarily  low  prices  would 
create  incentives  to  repair 
leaky  distribution  systems 
and  use  better  irrigation 
techniques  as  water  flowed 
to  its  most  productive  and 
necessary  uses.  Rational 
water  allocation  can  also 
encourage  investment  In 
strategies  to  build 
capabilities  for  a sustainable 
water  future. 

The  emergence  of  water 
markets  and  electronic 
trading  is  not  just  good 
business  practice.  “Green" 
economists  support  them  as 
necessary  measures  to 
conserve  and  protect 
invaluable  water  resources. 

It  is  time  for  the  world’s 
political,  scientific  and 
business  leaders  not  only  to 
take  notice  of  this  pending 
catastrophe,  but  to  stand  up 


and  take  action.  These 
leaders  must  begin  to  regard 
water  as  a limited  resource 
and  a saleable  commodity  in 
order  to  ensure  its  fixture. 

Global  leaders  should 
ponder  whether  water,  in  its 
scarcity,  will  become  a point 
of  contention.  Perhaps  when 
the  United  Nations  recently 
identified  nearly  100  areas 
where  water-related  friction 
has  already  become  an  issue, 
it  foresaw  a water  crisis  that 
could  some  day  parallel  the 
historical  hostilities  over  oil 
in  the  Middle  East.  If  we  fail 
to  change  now. 
future 

generations  will  jESfei 

suffer  thg  maffirw 

terrible  ^*8© 

consequences  of  J? 

our  waste  and  folly.  ^ 

The  writer  is  chairman  and 
chief  executive  of  JTT 
industries,  the  world's  largest 
producer  of  pumps. 
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TIM  JACKSON 

ON  THE  WEB 


Freedom  from  the  fax 


An  innovative  service  which  converts  faxes  Into  e-mails  has 
attracted  more  than  100,000  customers  in  less  than  two  months 


Free  Is  a magic  word  in  the 
internet  business. 

This  point  - that  the  high 
speed  at  which  word  of 
mouth  carries  Ideas  around 
the  web  helps  companies 
offering  free  products  to 


been  made  several  times 
before  in  this  column.  But 
this  week  it  can  be  applied 
to  eFaz.com,  a service  that 
ought  to  be  useful  to 
practically  any  internet  user. 

The  starting  point  of  eFax 
is  that  most  people  who  rely 
on  e-mail  find  it 
inconvenient  to  deal  with 
faxes.  The  problem  is  acute 
when  you  are  travelling,  and 
faxes  have  to  be  forwarded 
to  you,  raising  costs  and 
reducing  image  quality. 

That  Is  why.  more  than 
two  years  ago,  a company 
called  JFax  based  in  Menlo 
Park  started  offering  people 
a “personal  fax  number",  in 
the  city  at  their  choice. 
Instead  of  arriving  at  a 
physical  fax  machine, 
however,  incoming  messages 
were  turned  into  graphics 


files  and  forwarded  to  an 
e-mail  address. 

Tbe  result:  a “unified 
in-box",  where  you  can 
receive  faxes  together  with 
e-mails,  and  also  voicemails, 
JFax’s  price  for  this  service 
was  a modest  $12-50  a 
mouth.  The  company  has 
recently  struck  a number  of 
marketing  deals  with  big 
internet  players. 

But  why  pay  good  money 
I for  such  a service?  A 
company  in  California  called 
JetFax,  which  until  late  last 
year  specialised  in  making 
muIti-fUnction  devices  that 
fax,  copy  and  do  other 
things,  came  up  with  an 
alternative  business  model: 
offer  the  service  for  nothing, 
but  show  the  customer  a 
small  advertisement  before 
viewing  each  fax.  Zt  decided 
to  call  the  service  eFcar.com, 
and  changed  the  company’s 
name  to  match  its  new 
internet  service. 

The  system  works  neatly. 
You  download  an  187K 
software  package  from 
eFax.com' s web  site,  and  the 


company  allocates  you  a fax 
number  in  tbe  midwestern 
US  after  you  have  filled  in  a 
registration  form.  When  you 
view  an  incoming  fax.  an 
image  of  an  airmail  envelope 
is  superimposed  on  it  In  the 
place  where  the  address 
would  normally  be,  you  see 
details  of  the  sender,  date 
and  number  of  pages. 

Where  the  stamp  would  be 
is  a group  of  four  banner 
advertisements.  When  the 
user  clicks  on  one,  tbe 
package  starts  up  a web 
browser  and  opens  the 
advertiser’s  web  page. 

The  costs  are  simple: 
ePax.com  has  to  maintain  a 
bank  of  modems  somewhere 
in  America,  and  also  one 
direct-dial  number  for  each 
customer.  But  the  marginal 
cost  of  forwarding  an  e-mail 
| is  close  to  zero. 

The  company  has  also 
invented  a new  form  of  virus 
marketing.  It  offers  a service 
called  HotSend  that  allows 
eFax.com  users  to  forward 
faxes  on,  by  e-mail,  to  people 
who  don’t  use  eFaz.com. 


The  service  was  launched 
on  February  8.  Since  then, 
more  than  100,000  people 
have  signed  up  for  it  It  has 
also  received  a complaint 

from  the  similarly  named 
eFax.  Inc  of  California, 
which  alleges  that  eFax.com 
infringes  its  trademark. 

The  new  service  did 
wonders  for  the  company’s 
share  price,  which  had  fallen 
below  $2  during  the  past 
year.  But  the  announcement 
that  eFax.com  had  struck  a 
deal  with  XOOM,  a 
community  web  site,  sent  it 
skywards. 

Altbough  the  price  has 
fallen  sharply  from  a peak  of 
$33  a share  reached  last 
week,  its  Friday  close  of  $17. 
valuing  the  business  at 
$200m  <£125m).  shows  how 
investors  reward  companies 
for  doing  something  new  on 
the  internet 

Whether  eFax.com  can 
turn  this  mini-bubble  into 
some  long-term  value 
depends  on  two  things:  the 
ratio  or  incoming  fax  volume 
to  the  number  of  fax 
numbers  allocated;  and  the 
value  of  each  advertising 
impression. 
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The  fax  volume  matters 
because  eFax.com  spends 
money  when  it  ties  up  a fax 
number  for  a customer,  if 
many  users  have  numbers 
allocated  to  them  but  do  not 
receive  faxes  regularly,  that 
will  increase  costs.  Number 
of  customers  is  not  as 
important  as  the  'stickiness' 
of  each  customer. 

The  second  point  is  about 
advertising  targeting.  To 
I maximise  the  value  of  the 
advertising  opportunity. 
eFoz.com  needs  to  know  a 
little  more  about  you  than 
your  e-mail  address.  More 
targeted  advertising  can 
achieve  much  higher  prices. 
In  the  short  term,  my 
concern  is  that  clickthrough 
rates  on  the  advertisements 
will  be  very  low. 

But  there  are  other  possible 
revenue  streams:  sending 
faxes  (a  straightforward 
phone  service);  toll-free  fax 


numbers,  which  can  be  sold 
off  for  higher  prices;  and  in 
some  countries,  like  the  UK,- 
revenue  from  incoming 
It  is  true  that  the 
incoming  call  revenue  for  a ' 
fax  service  is  unlikely  to  be 

so  lucrative  as  the  revenue  . 

to  Tree  internet  service 
providers  like  Dions'  • 
FreeServe.  but  the  f*v 
“"rice  some  intriguing 
possibilities  in  Europe.  In 
the  Uk,  the  confusion  over 
cau  charges  is  now  so  great 
that  a local  imitator  could 

probably  provide 
national-rate  numbers,  to 
I which  people  sending  faxes 

have  to  pay  more  than  a 

local  can  but  less  than  a 
premium-rate  calL  This 
would  sharply  increase 
revenue. 

Today,  the  message  is' 
simple:  another  free  service, 
aad  a useful  one. 
timjockson@pobox.  com 
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PEOPLE  ON  THE  MOVE 


Goldman  Sachs 
* hires  Andrews 
as  investor 
relations  chief 

Goldman  Sachs  has  taken 
another  crucial  step  in  preparing 
itself  for  life  as  a public 
company.  The  investment 
banking  partnership,  which  is 
due  to  launch  its  initial  public 
offering  in  the  next  few  months, 
has  hired  John  Andrews  as 
director  of  investor  relations  from 
arch-rival  Morgan  Stanley  Dean 
Witter. 

.Goldman  will  be  hoping  that 
Andrews  will  have  trie  same 
salutary  effect  on  its  share  price 
that  he  has  had  on  Morgan 
Stanley's  - it  has  more  than 
doubled  in  the  past  six  months, 
admittedly  after  a slump  during 
last  autumn’s  market  turmoil. 

Andrews  had  run  Morgan 
^ Stanley's  investor  relations  since 
1997,  after  joining  the 
department  in  1995.  He  joined 
Morgan  Stanley  rn  '1986  and 
worked  in  corporate  treasury  in 
London  and  Tokyo. 

Because  of  his  previous  role 
Andrews  is  already  well  known  in 
the  New  York  analysts' 
community.  But  the  same  cannot 
be  sad  of  his  new  employer. 
Analysts  frequently  complain  that 
the  famously  secretive  Goldman 
never  talks  to  them.  All  that  may 
be  about  to  change. 

Tracy  Corrigan.  New  York 

Fahmi  resigns 
from  Sulzer 

Fritz  Fahmi,  chief  executive  of 
Sulzer,  has  resigned  after 
accepting  defeat  in  his 
11 -year-old  attempt  to 
resuscitate  one  of  the  grand  old 
names  of  Swiss  engineering.  His 
^ departure  has  left  a management 
'"  j vacuum  ut  the  top  of  the 

1 65-year-old  company  which  has 
led  to  speculation  that  it  could 
be  vulnerable  to  an  unwelcome 
takeover  bid. 

Fahmi,  54,  who  has  also 
resigned  as  chairman  of  Sulzer 
Medica,  the  group's  quoted 
medical  technology  arm,  quit 
because  he  had  not  met  his 
targets.  Sulzer,  founded  in  1834 
in  Winterthur,  used  to  be 
Switzerland's  biggest  engineering 
company  and  much  admired  for 
its  products,  ranging  from  ships* 


engines  to  textile  machinery. 

However,  its  technological 
excellence  has  never  been 
matched  by  its  financial 
performance.  Sulzer’s  1998  net 
income  of  SFrtB3m  (ST  26.2m) 
was  less  than  the  SFr195m 
earned  in  1995  and  its  return  on 
equity  of  7.6  per  cent  compares 
with  23.2  per  cent  at  ABB, 
Switzerland's  flagship 
engineering  company. 

Fahmi,  a well-known  Swiss 
pentathlon  competitor  who  once 
worked  on  the  Nasa  space 
project,  took  over  as  chief 
executive  in  1988  when  the 
company  was  being  pursued  by 
two  corporate  predators  - 
Wemer  Rey  and  Trto  Tettamenti. 
He  slimmed  down  the  company 
and  jettisoned  many  traditional 
businesses  such  as  locomotive 
building  and  marine  diesel 
engines.  But  the  turnaround  has 
taken  much  longer  than  expected 
and  the  group's  share  price  has1 
substantially  underperformed  the 
stock  market. 

Pierre  Borgeaud.  65,  Super's 
chairman  and  a former  chief 
executive,  takes  over  as  chief 
executive  and  has  promised  to 
find  a successor  within  two 
years. 

One  possible  internal  candidate 
is  Fred  KincHe,  40,  a former 
McKinsey  management 
consultant,  who' has  been 
promoted  from  running  Sulzer 
Chemtech.  a supplier  of  process 
technology  for  the  chemical 
industry,  to  chief  executive  of  the 
rrewty  created  Sulzer  Industry,  it 
will  oversee  S Liter's  four 
industrial  businesses  - Sulzer 
Roteq  (pumps),  Sulzer  Winterthur 
(process  engineering),  Sulzer  Ruti 
(textile  machinery)  and  Sulzer 
Infra  (engineering  contracting). 
William  Hall,  Zurich 

Braathens  breaks 
with  tradition 

Braathens,  Norway's  largest 
domestic  airline,  last  week  ended 
three  generations  of  family 
management  by  appointing  Ame 
Jensen  as  chief  executive, 
replacing  Erik  Braathen. 

Braathen,  43,  leaves  for 
personal  reasons  after  10  years 
of  managing  the  company. 
Jensen,  44,  will  begin  as  soon  as 
he  is  released  from  his  current 
position  as  chief  executive  and 
editor  in  chief  of  Norwegian 
television  company  TV2. 

A changeover  in  leadership  had 


been  expected  since  last  spring, 
when  Braathen  approached  Lars 
■Christensen,  Braathens' 

. chairman,  with  plans  to  resign 
within  a couple  of  years. 

Braathen  took  a final  decision  in 
October,  which  prompted  the 
board  to  seek  a replacement 

However,  the  move  comes 
during  a turbulent  time  for  the 
company,  it  is  expected  to  report 
a loss  this  quarter  because  of 
continued  overcapacity  in  the 
Norwegian  domestic  market, 
after  disappointing  1998  results. 
Larger  than  expected  problems 
at  the  new  international  airport  In 
Gardermoen,  Norway,  helped  the 
fall  from  net  profits  of  NKr205m : 
to  a NKr22m  loss  last  year. 

in  addition,  the  company  Is 
involved  In  a dispute  with  the 
Norwegian  finance  ministry  that 
could  lead  to  it  registering  20  of 
its  33  Norwegian  aircraft  in 
Sweden  in  order  to  save  costs. 

Braathens'  decision  to  resign 
will  have  no  effect  on  the  38  per 
cent  share  held  by  the  Braathen 
family.  The  business  was 
founded  In  1946  by  Ludvig 
Braathen. 

KLM  owns  30  per  cent  of  the 
company,  which  was  first  listed 
on  the  Oslo  stock  exchange  in 
1994. 

Valeria  Sk6ld,  Oslo 

De  Gier  to 
advise  UBS 

Hans  de  Gier,  who  will  retire  in 
May  as  chief  executive  of 
Warburg  Dillon  Read,  is  to 
become  a personal  adviser  on 
strategic  issues  to  Marcel  OspeJ, 
chief  executive  of  UBS,  the 
investment  bank's  Swiss  parent 
company. 

De  Gier,  whose  retirement  was 
announced  earlier  this  month, 
decided  against  accepting  any 
other,  more  formal  role  with  UBS. 
He  has  been  one  of  OspeTs 
most  loyal  lieutenants, 
overseeing  two  successive 
integrations,  first  of  Swiss  Bank 
Corporation  and  S.G.  Warburg, 
and  then  of  SBC  Warburg  and 
Union  Bank  of  Switzerland's 
investment  banking  operations. 

Those  two  tasks  delayed  his 
long-standing  desire  to  step  back 
from  investment  banking. 

Although  a supporter  of  UBS’s 
plan  to  integrate  WDR  more 
dosely  with  its  asset 
management,  private  banking 
and  Swiss  retail  operations,  de 
Gier,  54,  has  decided  to  leave  on 


'what  is  likely  to  be  a high  note. 

' UBS  is  introducing  quarterly 
reporting  this  year.  Analysts 
believe  that  WDR's  first-quarter 
profits  may  be  sufficiently 
eye-patching  to  offset  the  impact 
of  disappointing  1998  results, 
which  mostly  reflected  old  UBS's 
exposure  to  equity  derivatives 
and  Long-Term  Capital 
Management 
Clay  Harris,  London 

Persaud  to 
State  Street 

Asrinash  Persaud,  one  of  the; 
best-known  analysts  in  the 
currency  markets,  has  moved  to 
State  Street  Corporation  as 
managing  director  and  global 
head  of  research  for  the 
company's  financial  markets 
business. 

He  will  head  Stale  Street's 
market  research  for  distribution 
on  Global  Link,  an  internet 
platform  designed  to  provide 
investment  managers  with 
portfolio-flow  based  analysts. 
State  Street  aims  to  use  its 
position  as  one  of  the  world's 
leading  custody  banks  to 
develop  its  understanding  of 
capital  flows  and  their  effect  on 
currency  movements. 

Persaud  was  formerly  head  of 
currency  research  at  J.P.  Morgan 
in  London,  where  he  developed  a 
number  of  innovative  research 
tools  including  the  Emu 
Calculator,  a device  for  assessing 
the  market's  belief  that  a 
currency  would  join  European 
economic  and  monetary  union. 
Prior  to  this  he  was  director  of 
curency  research  for  UBS. 

He  left  J.P.  Morgan  in  January 
this  year  to  work  for  Putnam 
Investments,  the  giant 
Boston-based  fund  manager,  but 
decided  for  personal  reasons  not 
to  take  up  the  position. 

Alan  Beattie,  London 

Duffy  to  head 
Mannesmann  arm 

Mannesmann,  the  German 
industrial  group  that  is  rapidly 
becoming  one  of  Europe’s 
leading  telecommunications 
concerns,  has  appointed  Tomas 
Duffy  as  president  of  its  new 
Euro. map  international  joint 
venture  with  Olivetti  of  Italy: 

Since  1995,  Duffy,  a graduate 
of  the  Royal  Institute  of 
Technology,  has  worked  at  Telia, 


Persaud:  marring  to  State  Street  Corporation 


the  Swedish  telecoms  group. 
Most  recently  he  was  executive 
vice-president  for  business 
solutions.  Amsterdam-based 
Eurojnap  is  due  to  be  launched 
shortly.  It  wHl  offer  cross-border 
services,  particularly  to 
multinational  businesses,  which 
use  networks  that  have  sprung 
up  stoce  the  liberalisation  of 
European  telecoms  markets. 

Duffy  is  the  second  Telia 
executive  to  take  a senior 
appointment  at  Mannesmann 
recently.  Last  November,  Lars 
Berg,  chief  executive  of  the 
Swedish  group,  was  given  overall 
executive  board  responsibility  for 
Mannesmann's  telecoms 
activities. 

Ralph  Atkins,  Bonn 

Moving 

places 

• Australian  media  company 
Publishing  & Broadcasting 
announced  yesterday  that  Cofin 
Morrison,  chief  executive  of 
magazine  arm  Australian 
Consolidated  Press,  will  leave  the 
job  next  month.  Morrison  is 
moving  to  London  to  become 
managing  director  of  the 
international  operations  of 
Germany's  Axel  Springer.  John 
Alexander,  currently  the  group 
publisher  of  ACP's  specialist 
magazines  and  former 
editor-in-chief  of  the  Fairfax  - 
group,  win  succeed  Morrison. 

• Advanstar  Communications 
has  appointed  Nefl  Jones  to  the 
new  position  of  European 
managing  director.  Jones  joined 
Advanstar  last  March  as 
European  business  development 
director. 

• Trimble  has  announced  that 
Patrick  HeHr,  37,  has  joined  the 
company  as  senior 
vice-president  and  chief 
manufacturing  officer.  Hehir  joins 
Trimble  from  Donovan 
International  where  he  held 
several  positions  during  his 
eight-year  tenure. 

• Osamu  Inoue  has  been 
appointed  managing  director  of 
NTT  Europe,  part  of  the  world's 
largest  tefetrommunications 
organisation,  NTT  Group,  inoue 
joined  NTT  in  1972  and  in  1997 
he  became  vice-president. 
Overseas  Carrier  Business. 

• Baring  Private  Equity  Partners 
has  announced  that  Varel 
Freeman  has  joined  as  senior 
partner  Latin  America  Freeman 
joins  from  Chase  Capital  Partners 


Latin  America 

• The  Dialog  Corporation  has 
announced  that  Richard  Swank 
is  to  join  the  board  as  a 
non-executive  director.  Swank 
joined  the  company  in  November 
1997  as  an  adviser  to  assist  the 
executive  management  team  in 
implementing  the  integration 
strategy  following  the  purchase 
of  Knight-Ridder  Information. 
Since  then  he  has  acted  as 
non-executive  chairman  of 
Dialog's  North  American 
businesses. 

• Ian  Lansdown,  a director  of 
Catalyst  Investment  Managers  in 
Sydney,  has  joined  PPM 
Ventures  in  Hong  Kong. 

• EDS  Europe,  Middle  East  and 
Africa  has  appointed  Michael 
Nebauer  as  chief  financial 
officer,  a position  that  also  puts 
Nebauer  on  the  EMEA  executive 
board.  He  joins  from  Eastman 
Kodak  where  he  was  also  chief  ■ 
financial  officer  for  the  EMEA 
region. 

• Francois  Feldman,  a main 
board  director  of  Deltron,  is  now 
president  of  EUROiNDustrie. 
Dettron’s  wholly  owned  French 
subsidiary.  In  this  capacity  he  will 
also  undertake  a wider  role 
within  Deltron,  concentrating  on 
its  continued  European 
development.  The  company  has 
also  announced  the  appointment 
of  a new  managing  director  of 
EUROiNDustrie.  Philippe 
GuDlame,  40.  was  previously  at 
Eurod  Is  Electronics  Group  where 
he  was  European  marketing 
director  for  electromagnetic 

and  passive  components. 

• ACNieisen  has  appointed  Nefl 
Preddy  as  vice-president,  retail 
measurement  services,  Europe. 


Preddy  wil  take  over 
responsibility  for  the  European 
marketing  of  ACNieisen 's  largest 
service,  Retail  Measurement. 
Preddy  was  previously  marketing 
director  for  Central  Europe. 

• WestLB  Global  Derivatives 
and  Fixed  Income,  the  product 
group  primarily  responsible  for 
the  fixed  income,  repo  and 
derivatives  businesses  of  WestLB 
Group,  has  announced  that  Sean 
TuHy  is  to  join  the  group  as  head 
of  the  New  York  office,  with 
effect  from  April  1.  Tully  was 
previously  managing  director  at 
Citibank  Global  derivatives,  New 
York. 

• Iridium  Communications 
Germany  has  appointed  Don 
Bums  as  chief  executive.  Bums 
joins  ICG  after  26  years  with 
Motorola. 

• Rdczicza  Law  Firm  White  & 
Case  in  Budapest  has  recruited 
from  Baker  & McKenzie  two 
leading  Hungarian  capital 
markets  lawyers,  Zsuzsanna 
Kovdacs  and  Zsuzsanna  Nagy. 
Kovdacs  and  Nagy  have  been 
involved  in  numerous  domestic 
and  international  capital  markets 
transactions,  including  the  global 
offerings  of  MOL  the  Hungarian 
oil  and  gas  conglomerate. 

• Joseph  E.  Seagram  & Sons 
has  appointed  Joseph  Tripod! 
chief  marketing  officer.  The 
Seagram  Spirits  and  Wine  Group, 
with  effect  from  April  5.  Tripodi 
will  be  based  in  New  York,  and 
will  report  to  Steven  Kalagher, 
president  and  chief  executive. 

The  Seagram  Spirits  and  Wine 
Group. 
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http://www.ft.com/emu 

FT.com:  where  information  becomes  intelligence 
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• ooo  1)1S TRIM  I K )\  \M>  T'RAW.W 


Long  cstebSishecL  privffle  London  bwd  Intcnadonalcompany 
with  Worldwide  diem  base,  trading  in  speciality  foods,  tauc 
raw  materials,  own  branded  products  distributed  nationwide  in 
U.1C,  seeks  either  parmerehip,  merger  or  purchase  for 
expansion. 

Current  audited  G.P.  £ 1.675m.  progressive  pre  tax  profit  and 
strong  asset  base. 

Repty  in  Strict  awfltfence  to  ifcc  Ctaimwu  Box  BKHftFlauidal 
Tunes.  One  Southwrfc  Bridge,  London  SEI  9HL 


INDEPENDENT  LLOYD’S  BROKER 
looking  for  investor  partner  to  add  value 

25*  OF  EQUITY  AVAILABLE 

TOGETHER  WE  would  grow  the  business 

W ,y  PwrMPTPALS  - SO  AGENTS 

BOX  B6232.  FINANCIAL  TIMES. 

ONE  SOUTHWARK  BRIDGE  LONDON  SEI  9HL 


Lite!  UK  doth!  ngltbd 

+ EkccHoh  BRAND  NAME/ 
TRADE  MARKS  *Tth 
ouBlanding  dcvrloproCTtl  powwnl 
♦ Owner  company  ieek*  UK  or 

mMiroiie  Mptaiotwu  of  this 


NEWLY 
AVAILABLE 
manufacturing 
rights  for  WorkT'i 
most  advanced  soft 
contact  lens 
junaro 

181:01713726765 
Rnu  0171  691  7101 
wtafe  www.ttxrtocfilco.ufc 


BUSINESS  SERVICES 


OFFSHORE 

COMPANIES,' TRUSTS  £• 
FOUNDATIONS  FROM  US$350 


atm  wrr  wo  hem  spodaMaad  *i  «Mdng  on  «M 
DM  of  ofTahora  cenpuilm,  Mata  and  oUwr 
Kmotuna  lo  aoMew  both  pwMfial  md  t&panta 
tux  and  la  maintain  prtnoy. 

Wo  taempMki  hi  ALL  ofMiora  |urtwfl«taj*  wl 
otHrtm  port  > imparWon  - prufc  wfcii—r 

and  rt  HmHi  tool 

INTERNATIONAL  COMPANY 
SERVICES  LIMITED 

The  Offshore  Professionals 

www.IC5L.com 


tempi*  of  moorporadon  M 

SjEOFWfi™.  ".‘".V".’  £250 

ass 


IRELAND 

Tel:  + 3S3  1061  8490 
Fax:  4 353 1 681  8493 
E-mafl:  lrtWICSLxoni 

ISLE  OF  MAN 
Tel: + 44 1624  801801 
Fax:  +44 1624  801800 
E-metf:  lam©fCSLcom 


Turn  our  expertise 
into  your  export  ease 

Whether  you  me  ■ Crat-tunar  or  an  established  exporter,  make  the 
Government  Exports  Website  your  firs  putt  of  call  for  developing  export 
strategy  end  wenes*  ale*  lead*  and  comas. 


dti 


Export  intelligence  shuts  here: 

www.dti.gov.uk/ots/ 


MAYFAIR  ESTATES  OFFICE 


OFFICE  SUITES  AND  FLOORS  AX 
BERKELEY  SQUARE*  BELGSAVE  SQUARE. 

OXFORD  CIRCUS  A GRAFTON  STREET 
For  1-100  people  • taznriooity  Refurbished 
24  Hour*  Accent  • Flexible  Terms 
fanmcdlntely 


CAU.  LANDLORDS  DIRECT 


0171  491  4462 


Cheap 

r»Ai  ■ n 


AIRCRAFT 
FOR  SALE 


For  Sale  or  Lease 

Boeing  747-451  Aircraft 

Please  contact 
CM  FSCW  LTD. 
Clarendon  IIosn 
2 Church  Street 
HamSton  HM  DX,  Benndi 
‘For  all  your  aircraft  purchase 
or  lease  needs' 


kallback 

New 

Lower  Rates! 


Call  the  US.  from: 

France 200 

Germany. 210 

Italy. 250 

Japan 210 

U.K. 160 


X(>  I'.-;:-.-*.!  - \ f ? 

Xll  > ; V.'.';"-. 


Instant  Activation 
HberOptk:  Networks 
Kenned  6-Second  B3!mk 
Ideal  far  Home,  Office, 
Hotels  and  Mobfe  Phones 

Agent  tnqtdrtes  Invited 

Tel:  1206.376.1958 
Fax:  1206.376.1959 

477  Second  Avenue  West 
5ew»fe  WA  98119  USA 
"wJcattback.com 
Email;  inhekaHbadc.com 


BUSINESSES  WANTED 


FRANCHISING 


Bang  & Olufsen 

Exciting  opportunities  exist  nationally  for  the  right 
candidates  to  establish  and  operate  their  own  franchised 
retail  business  selling  the  world's  leading  premium  audio 
and  television  products. 

Full  support  facilities  are  available  including  site  selection, 
shopfitting,  intensive  training  in  all  aspects  of  running  the 
business  and  on-going  high  level  support  Total  investment 
cost  is  circa  £123,000. 

If  you  feel  you  can  match  our  exacting  selection  criteria 
and  have  at  least  07,000  liquid  capital  to  invest  then 
please  contact  us  at 

Bang  & Olufsen  UK  Ltd 
Franchise  Department 
630  Wharf  edale  Road 

Wimtersh  Triangle  ... 

Berkshire  ^ £‘  ^ 

RG415TP  BANG  & OLUFSEN 


T\  .v 


FINANCIAL  TIMES 


TUESDAY  MARCH  23  19W 


BUSINESS  OPPORTUNITIES 


BUSINESSES  FOR  SALE 


THE  HARBORNE  GROUP 
LIMITED 


The  joint  Administrative  Receivers,  Richard  Rees  aid  Mark 
Shires,  offer  for  sale  the  business  and  assets  of  this 
Northamptonshire  based  business. 

Principal  features  of  the  business  Indwte: 

9 turnover  c£3m 

• 5.5  acres  freehold  she  in  Wellingborough 

• site  part  let 

• 32  employees 

For  further  information,  please  contact  Ami  Coulson  of 
pricewaterhouseCOopers,  Victoria  House,  76  Milton 
Street.  Nottingham  NG3  6AN. 

Tel:  CITS  9473000.  Fax:  0115  947  522S. 

pncwv&HOusFGoPBtsa 


MmwastaiacCbcfMn  |*  autatad  by  fe  ln«IM«  * Clwmtd 
la  Eagbral  md  Wfifci  m emy  on  henaen  halncti 


Manufacturing 

Business 

Opportunity 

Brockhouse 

Modemfold 

Limited 


W 


ii 

tl 
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John  David  Travers  and  Rupert  Graham  Miifins  of 
BKR  Haines  Watts,  the  Joint  Administrative  Receiver, 
offer  for  sate  the  business  and  assets  of  a wefl  known 
manufacturer  with  a Wue  chip  customer  base. 


* Manufacturer  and  instaiter  of  moveable  partition  walls 


• Annual  turnover  of  approximately  SL5m 

• Order  Book  c.  E£L5m 

• Skfited  workforce 

• Leasehold  pramtees  In  LlanaS,  Carmarthenshire 

For  father  information,^ Interested  parties  shouto  contact 
John  Travers  at  BKR  Haines  Watts.  AH  Saints  Buikfing, 
Corporation  Street,  Rotherham,  South  Yorkshire  S60 1NX. 
Tel:  01709  511211.  Fax:  01709  515506. 

taxAdul  MminWM  of  BKR  Mhos  Wtei « Co  «Mch  a wtehaci  by  <na 
rata  of  CfanawJ  Acoounaa  n Entand  ana  Item  to  any  on  fweumex  helms 


Far  Sale 

As  a Going  Concern 

ONE  OF  SCOTLAND'S 
PREMIER  HOLIDAY  PARKS 
LOCATED  IN  THE 
A9  CORRIDOR 
A composite  well  rounded 
business  developed  over 
approximately  1 8 acras 

4 Developed  with  215  Holiday 
Caravans  (26  Touring  and 
189  Hobday  Static) 

* 9 Self-Catering  Apartments 

* Manager's  Accommodation 

* Swimming  Pool  and  Sauna 

* Restaurant  and  Lounge  Bara 

Freehold  -Price  on  Application 

Sole  Selling  Agtiws 

FOX  LEISURE 
Tel:  Glasgow  0141  -353-3678 
Tel:  York  01904-693926 
E-mail: 

PmLrisurc^paul-co.deiDonxxi.uk 


ENGLISH  PREMIERSHIP 


DIVISION  ONE  RUGBY  CLUB 


FOR  SALE 

For  more  information  contact: 
Box  B6339,  Financial  Times 
One  Southwark  Bridge, 
London  SEI  9HL 


CHANNEL  ISLANDS 

CHARTERED 

QUANTITY 

SURVEYING  PRACTICE 
FOR  SALE  OR  MERGER 
Box  B6335 

Financial  Tunes,  One  Southwark 
Bridge,  London  SEI  9HL 


S.  East 


OFFICE  KOI  I PM  ENT  - DISTRIBUTION 

Turnover  c £25m 


# Established  independent  business  with  strong  management  team. 

# Quality  supplier  of  business  equipment 

* High  calibre  sales  team. 

* Annual  turnover  circa  £25m  and  profitable 

Expressions  of  interest  please  to 
Box  B6345,  Financial  Times,  One  Southwark  Bridge, 
London  SEI  9HL 


Humberts  Leisure 


•••V 


On  die  instructions  of  Holiday  Qub  Fontms 
Chichester,  West  Sussex 

Profitable 
holiday  village 

■ 121  holiday  chalets  8c  51  hotel  bedrooms 
(about  388  guest  bed  spaces) 

■ Substantial  central  licensed  clubhouse 

■ Heated  swimming  pool  and  leisure  facilities 

■ 22  staff  bedroom  units  8c.  2 staff  houses 

■ In  all  about  2 ha  (5  acres) 

For  sale  freehold 

12  BOLTON  STREET  MAYFAIR  LONDON  WlY  7PA 
TEL:  0171  629  6700  FAX:  0171  409  0475 
email:  infh9hambern-leUiiTe.com 


SptfiPBi;' v:  ■ 

f pexsouoey 

cb^.pKgasi^adOhs  N^ionwide:  Family  nm. 


G '-f-b  .YHiask appfym:~:  V ■ 

-/ f'iWe  SkicnrWex  Lhnterd-.  ‘ 

•-  Ron^  11^5  William  Road 


fNtr-  ..i 
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Atirvaoonv:  WSSu^Raad 

JMwiRW]  , 

3882«3fr  Piac.W7l38a49W 


FOR  SALE 

Conptato  tunkoy  Geteige  IV 
•oluUon  equipment  ptonL  8 m48on 
botUm  eapoefty  vota  Rommetafl. 
bkm.  M,  reel  equipment  - com- 
ptete  vrtfh  kmtataUoa  accereones. 
■pare  parti  and  manubetarera 
technical  auppot  WtermUea,  a* 
new  hi  cartons  - ovattuNe  for  sale. 
MwnaUonat  opanteaBon  wfB  tartar 
tain  reasonable <Ara  uScontact 
Brian  Mercer  202-737-7000 

Ext  208 

E-rerih  BKMereerflCAAEFxoni 


UK  Based  Frscislcn  Fabricaticn . 
and  Engineering  Company  . 1 


TOwr 

-ProBt 
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APPOINTMENTS 


OF( ) I Ml)  ( ;R( )[  V Sl.l.KS  SI  15S  I VM  I Al 
M QUSITIOX  / RFM  kSF 


Leading  technology-orientated  group  with 
excellent  prospects  seeks  complementary 
business  with  established  track  record. 
Principals  and  retained  advisors  only. 


BUSINESS  DEVELOPMENT  MANAGER 

This  leading  financial  services  company  wishes  to  appoint  a senior 
level  person  who  will  be  responsible  for  supporting  the  firm's 
international  prime  brokerage  management  function  by  formulating 
and  developing  new  business  strategies  and  main  raining  existing 
and  new  client  relationships.  Applicants  most  have  at  least  4 years' 
relevant  experience  in  financial  business  administration,  including 
substantial  client  involvement,  in-depth  knowledge  of  all  equity 
products  and  proven  computer  application  skills.  Preferred 
candidates  will  possess  an  MBA  degree  and  be  fluent  in  English  as 
well  as  one  other  Central  European  languages.  Salary  negotiable. 
Please  write,  endlosing  full  curriculum  vitae,  to 
BOX  A681S,  Financial  Times, 

One  Southwark  Bridge.  London,  SEl  9HL 


Director  - Spot  Trading 

This  leading  international  financial  institution  wishes  to  appoint  a 
senior  member  Of  staff  who  will  be  responsible  for  spot  daw  trading 
for  Swiss  Franc  & Euro  currencies.  Applicants  most  have  at  least  S 
years  foreign  exchange  spot  flow  experience  at  a senior  level, 
preferably  gained  within  a financial  institution,  with  relevant  regional 
coverage  and  complete  customer  base  knowledge  and  expertise. 
Fluency  in  Swiss.  German.  French  and  English  is  essential.  Salary 
circa  £95,000. 

Please  write,  enclosing  full  curriculum  vitae,  to  Box  A6820, 
Financial  Tunes.  One  Southwark  Bridge,  London  SEI  9HL 


Motor 
Dealerships 
For  Sale 


• Established  1963 

• Established  reputation 
& product  portfolio 

• Two  prime  freehold 
sites  based  along  M4 
corridor 

• Substantial  repeat  & 
passing  trade 

• Strong  asset  base  & 
profitable  trading  record 


Box  B6337.  Financial  Times, 
One-Soutf'.v.T.ik  Eri^e. 
London  SEI  9HL 
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ManagementTeau  In  Place 
Retirement  Sale 


A:-«5crc 


fty  Arte  «afc  respond  to  ffw 
amOTrepreMHtutwar  , 
FAX:  (015Q2)  50C1  Si 
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SOUTHEAST 

BASED  BATHROOM 
BUSINESS 

❖ Turnover  £5m  p.a. 
firom  five 
showrooms. 

❖ For  Sale  as  a whole 
or  will  break  up. 

Box  BS344.  Financial  Times, 
One  Southwark  Bridge, 
London  SEI  9HL 


LEGAL  NOTICES 


We  want  your 
business. 


For  more  information  on  Classified  Bu^rtcss  Advertising,  in  the  FT 
please  ca£L 

Tel: +44  171  873  3343  Fax:  +44  171  873  30C4 


Noteholders  and  Arm's  Length  Creditors  of 

Confederation  Treasury  Services  Limited 

NOTICE  15  NEBSByGWEN  Iwifltfi  Ciso&rof  CwtfsdwMtori  rrwwy 

SotIccb  Umtad  fCTSLI,  Milch  taKtonenHy  Mat)  to  mo  a proof  of  dakn  m 
Tb  amount  of  (Cdn.)5lOC237  n cermocDon  *8h  Dm  ptan  ol  cowpfwwre  and 
arranpamam  flha  ■Pterfl  pt£  tarwaid  by  CTSL  Manta  to  soaii  a court  order  on  April 
ig.  18®  » site  * prtx*tfdH*naiW#>  (Wart,  prawn  any  <(siite»ns  bring 

node  to  Iho  residua  cgnfflcaWiOWO'fi  0)  CTSL.  payment  of  ms  dtauuutan  (ridudng 
roefduo  cartWcawi)  thal  B woiid  haw  racoivqU  hM  it  Had  a proof  of  dan  wthfn  *w 
Pmo  roquBw)  By  tho  Han.  If  you  vmutd  Rw  furthov  .Ajrmatton.  o,  ctpu  of  *» 
mawtete  Sad  WBt  Pe  court  h oonractfon  »*fi  Iho  motton,  (feoso  contact 
Suing  Notehakba  CanoOmOoBaNotehaUgia 

BsaquBOMMaita  Royal  Bank  of  Contta 

LomnbouraSA.  EiropeUmffad 

50.«vanueJJ.  Kenoacty  7t  Owen  vtaona  Strew 

Lurambouip  L-2951  London  EC4V40E.  En^and 

Auortei;  Mortal  Klapp  Attention:  John  WBcodc 

Fajc0*3SO4a4S2B87  F«cfy4411713JMt42 

Other  ArnittengmCndbxs 

Oktm  A tetnaa.  In  Hi  capacity  ai  Administrator  of  CTSL 
90  ^Won  Avsnuo.  Suto  700.^ Tbronto.  Ontario  imp  ZY3 
AihrttePwwFaite 
Tot  (+4191 W3-800C  F«r,  |t4«)  332-8200 


riorth  2J.199B 


OanManiiM  Itaaaury  Sorricea  Lhnftad 


ss»s 

a High  market  profile 
. Long  established  with  proven  tn^t  reco™ 

a Private  and  public  sector  client  base 

A number  of  specialist  divisions 
a Excellent  growth  potential  In  key  sectors 
$ Management  team  m situ 
s Steady  growth  in  tunrover  - profira&fe; 

?b  Permanent  and  temporary  placements 
& Dedicated  team,  of  experienced  consultants 

Fvh^tnhnaBlDapkaxaxiaa 

DAVID  JOHNSTON  « 

tDdqMnteM  rarta  M Hort—h  Qgfc  Wferidvro^ 


CHKiSni:^  CT2 


Surveyors,  Valuers  & Agents 


Hotel  Development  Opportunity 

• W14  West  London  location. 

■ Existing  office  building  with  full  planning  consent 

• Circa  167,000  sq  ft  gross  internal  floor  area. 

• Consent  for  217  letting  bedrooms  plus  82  suites. 

• Approximately  2 minutes  walk  from  nearest 
underground  station. 

Offers  in  the  region  of  £11  million  freehold 

Enquiries  to  Colin  Hall 

Ref  2OIFT336/Z0QI 

0171  227  0700 


Ofp'Ces  at:  London  ■ Birmingham  • Bristol  • Edinburgh 
Ex  etc*  ■ Glasgow  • Ipswich  • Leeds  • Maidstone  • Manchester 
Milton  k-tvncS  • Newcastle  • Nottjncham  • VYlvckestfs 


Humberts  Leisure 


On  the  instructions  of  Holiday  Qub  Pootin’s 
Dorset  coastal  resort 

Profitable  tourist  hotel 

■ 108  en -suite  bedroom  s/abour  220  guest 
bed  spaces  plus  19  staff  rooms 

■ Substantial  central  licensed  dub  and 
leisure  facilities 

■ In  all  about  3 ha  (7.5  acres) 

For  sale  freehold 

12  BOLTON  STREET  MAYFAIR  CONDON  WlY  7PA 
TEL:  0171  629  6700  FAX:  0171  409  0475 
e-mail:  mfo#h nmbem-leianrc.com 


i : O S if  \ j U 
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FOR  SALE 

Moss  is  a highly  recognised  consumer  product  brand  - synonymous 
with  the  automotive,  security,  audio  and  do-it-yourself  sectors. 

For  father  information  please  contact: 

Gary  Botsford,  Enst  & Young,  One  Cohnorc  Row,  Birmingham  B3  ZDB 
Tel:  0121 232  4367  Fax:  0121  232  4447 

S&tNSTAlfXNG 

The  United  Kinston  firm  of  Enm  A Young  q a member  of  Emu  A Yoneg  letcnwtiaiul 
and  i>  sadmtxd  h Tim  Inainue  of  Cbanactl  Acaranunu  a Envlaad  and  Wiles  to  any 
un  in-moKM  Inniaeu. 


PHARMACHEM  SALE 

Long  established  International  pharmaceutical  trading 
concern,  bulk  actives  - some  joint  venture  production; 
retiring  beneficial  owner  seeks  sale  or  might  consider 
suitable  merger. 

PRINCIPALS  ONI  Y of  synaigteBc  npnnrtinns  plaww  ranter* 

Fax:  44  (0)1923  836128 


j PHOTO  CORIES  \N0  EA(  SIMil.l  EQL  IPMEN  1 

- 

! DIRECT'  SAUK  AM)  MAINTENANCE  - S.Kasl 


*■  Independent  business  with  strong  direct  sales  team. 
4 Contracted  maintenance  business  base. 

Annual  turnover  circa  £3m  and  profitable. 

Expressions  of  interest  please  to 

Box  B346,  Financial  Times,  One  Southwark  Bridge, 
London  SEI  9HL 


GIPT/DECORATIVE  PACKAGING 


♦ Wen  eatabliahed  ♦ Own  brands  GWwrap  & Rfrfd  Box 
♦ Blue-chip  customers  Home  & Export  markets 

♦ Ideal  UK  expansion/ market  entry 

ALL  REPLIES  TREATED  [N  STRICTEST  CONFIDENTg 

Ksnyon  Sualnesa  Senrieaa 
OOTolbOtith  9M 

Fonw 

Moray  IV361PH 


MgrtKanyon 

"Tdfc  0130B  Ml  500 

Fuc  oiaos  STB  108 

tonfetnoTSCaoLcom 


A RARE 
OPPORTUNITY 
TO  ACQUIRE  A 
UNIQUE 

PATENTED  GOLF 
DRIVER  BUSINESS 

Bo*  B8341,  Financial  Tlmss, 
One  Southwark  Bridge^  . 
London  SEI  SHL 


EMPf  (MTV ELM 

\(;  i:\cv 

business  for  sale 


Regionally  based,  long 
csmW®hed,  niche  markets. 


fcptltably  and  extremdy 
profitable 

[£l/2m+ pre-tax  on  T/0  £ 10m). 
Ltolring  for  offers  in  recion  of 
£!0hl 

Serious  enquiries  otily  please. 

Box  B6342.  FtnancnJ  Titnea. 
One  Soudiwaik  Bridge, 
LmtoaSEl9HL 
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From  river 
view  to 
cosmic  void 

William  Packer  reviews  three  figurative 
painters  exhibiting  in  London 


Figurative  or 

representational  painting 
takes  many  forms,  from  tbat 
based  upon  an  exact  obser- 
vation of  the  visible  world  to 
the  expressive  response  to 
what  is  seen  on  the  one 
hand,  and  the  formal  manip- 
ulation of  imagery  on  the 
other  that  may  border  on  the 
abstract  and  symbolic.  But 
there  are  no  fixed  categories, 
only  the  mixing  of  elements 
and  shifting  of  emphases 
along  a continuum.  And  if 
we  nowadays  see  rather  less 
erf  the  more  objective  kind  - 
the  more  objective  and  tech- 
fjnical  disciplines  in  our  art 
schools  having  been  aban- 
doned. over  recent  years  in 
the  name  of  personal  expres- 
sion - that  is  not  to  say  that 
the  more  expressive  and 
abstracted  manifestations 
are  without  merit.  We  live, 
after  all,  in  the  age  we  live 
in. 

And  of  course  the  prece- 
dents are  impressive  and 
convincing,  as  even  the  most 
sceptical  anti-modernist, 
oohing  and  aahing  at  the 
Monets  at  the  Royal  Acad- 
emy, must  now  concede. 
Moreover,  those  Water 
Lilies,  along  with  the  Fau- 
vism  of  Derain  and  Matisse, 
the  Cubism  of  Braque  and 


Picasso,  the  Expressionism 
of  Ki  refiner  and  Kandinsky, 
were  we]]  in  hand  all  of  90 
years  ago.  The  nearest  thing 
to  a true  Fauve  we  have 
working  today  is  Lucy  Jones 
(whose  latest  work  is  now  at 
Flowers  East l,  a point  nicely 
reinforced  by  one  of  the  sub- 
jects she  has  latterly  made 
peculiarly  her  own,  the 
reach  of  the  Thames 
between  Waterloo  Bridge 
and  Westminster,  which  so 
fascinated  both  Monet  and 
Derain  on  their  working 
visits  to  London  all  those 
years  ago. 

But  differences  of  course 
there  must  be,  and  with 
Lucy  Jones,  the  principal  dif- 
ference is  of  scale.  She  is 
clearly  not  trapped  by  the 
modern  orthodoxy,  that  size 
of  itself  confers  significance, 
and  her  latest  Pembroke- 
shire landscapes  show  her  to 
be  no  less  confident  and 
authoritative  on  the  much 
smaller  scale.  But  the 
Thames  paintings  are  very 
large  indeed,  and  she  han- 
dles them  with  an  admira- 
ble, appropriately  expansive 
assurance,  keeping  the  sur- 
face open,  the  paint  uncon- 
gested, the  drawing  active 
and  direct 

It  is  with  the  self-portraits. 


THE  ARTS 


The  nearest  artist  to  a true  Fauve  working  in  Britain  today;  Lucy  Jones's  ‘Crane  1998’ 


however,  whether  large  or 
small,  head  alone  or 
foil-length.  that  she  truly 
comes  into  her  own.  They 
have  all  the  qualities  of  the 
landscapes  and  more,  for 
with  the  drawing  and  the 
modelling  of  the  form,  the 
particular  character  of  the 
subject  admits  of  rather  less 
approximation  than  a tree  or 
hillside.  And  here,  with  no 
loss  of  the  striking  simplic- 
ity of  image  so  typical  of  her 


work,  there  comes  a more 
active  intensity  to  the  han- 
dling. and  the  drawing  takes 
on  a more  positive  flourish, 
nose  or  lips  established  by 
the  merest,  confident  flick  of 
the  brush,  here  and  there. 
Just  so.  Unsentimental  in 
their  self-regard,  the  small 
heads  especially  are  the  best 
things  in  the  show. 

* 

Across  the  road.  Derek  Hirst 
shows  a body  of  new  work 


prompted  by  a recent  return 
to  Andalucia,  where  he  bad 
lived  and  worked  nearly  40 
years  ago.  He  speaks  of  his 
memories  of  the  Spain  he 
knew  then,  and  the  differ- 
ences now.  and  of  the  under- 
lying sense  of  the  immemo- 
rial. eternal  Spain.  “that 
piece  of  Africa  loosely 
welded  to  Europe”  as  Auden 
put  i*.  But  the  work  is  not 
even  loosely  descriptive. 
Rather  it  seeks  to  embody  in 


symbol  that  atavistic  sense 
of  the  old  Spain  and  the 
lively  past  His  paintings  are 
very  physical  in  their  pres- 
ence. exquisitely  crafted 
objects,  painted  reliefs 
rather  than  paintings  sealed 
off  beyond  the  picture  plane. 

They  fall  into  three  kinds: 
a rounded  arch,  as  it  were  a 
window  in  an  ancient  Moor- 
ish wall,  through  which  we 
gaze  into  a cosmic  void:  a 
square  frame  in  which  cer- 


tain figures,  principally  the 
triangle  and  the  square,  are 
either  placed  or  painted  - 
they  may  be  cabalistic  signs, 
relics  set  up  for  veneration, 
or  tbe  closed  doors  of  a sanc- 
tuary: and  simplest  of  all.  a 
square  relief,  richly  covered 
in  gold  leaf,  scored  and 
bored  into  the  wood  as  to 
suggest  the  hinges.  locks 
and  abutments  of  actual 
sanctuary  doors. 

These  last  are  remarkably 


powerful  things  - I say 
things  rather  than  images, 
though  their  doors  could 
never  open.  And  their  imag- 
inative potency  is  all  the 
stronger  for  their  formal 
simplicity,  with  nothing 
more  to  penetrate  the  golden 
surface  than  a single  vertical 
line  and  a couple  of  holes. 
These  are  most  haunting  to 
tbe  imagination,  and  most 
beautiful. 

Finally,  a recommendation 
of  the  small  show  at  Michael 
Hue-Williams,  of  recent  land- 
scapes by  John  Virtue  - two 
huge  (one  a diptych)  and 
some  eight  tiny  canvases. 
Virtue  has  lately  moved 
away  from  the  near  abstract- 
Gxpressionlsm  of  his  large 
show,  at  Whitechapel  and 
elsewhere,  of  1995.  with  its 
Pollockian  drips  and  runs 
across  the  surface.  Though 
some  of  these  surface  indul- 
gences remain,  the  move  is 
much  to  his  advantage, 
bringing  him  back  to  the 
spontaneous  response  to  the 
actual  landscape,  and  the 
real  sense  of  place  that  so 
powerfully  informed  his  ear- 
lier work.  But  the  character 
of  tbe  work,  which  then  was 
close  to  early  Samuel  Palmer 
and  the  Ancients,  is  closer 
now  to  the  Constable  of  Ded- 
ham Vale,  with  the  framing 
elms  and  poplars,  and  the 
distant  church  tower  across 
the  fields.  Virtue,  however, 
paints  only  in  black  and 
white  and  their  consequent 
greys  - it  is  odd  how  col- 
ourful black  and  white  can 
be. 


Lucy  Jones  - Landscapes  and 
Self-Portraits:  Derek  Hirst  - 
Return  to  Andalucia:  Flowers 
East,  199  Richmond  Road,  Lon- 
don E8,  unto  April  11.  John 
Virtue  - New  Landscapes: 
Michael  Hue-WHBams  Fine  Art, 
1st  floor,  21  Cork  Street;  Lon- 
don W1,  until  April  24. 


NEW  YORK  MUSICAL 

4.  ‘Bright  Lights’ 
- feels  the  heat 


j r: 


When  it  opened  last  month. 
Bright  Lights  Big  City,  based  on 
the  1984  novel  by  Jay  Mclnerney, 
received  some  of  the  harshest 
notices  for  a new  musical  since 
last  year’s  London  production  of 
Rent  This  is  useful  to  keep  In 
mind,  since  most  New  York  crit- 
ics complained  that  Brights 
Lights  was  not,  alas,  up  to  the 
level  of  the  latter  work  - as  if 
Jonathan  Larson's  rock  rendition 
of  La  Boheme  were  the  only  pos- 
sible approach  to  the  youtfreen- 
tred  musical;  and  tbat  Michael 
Greif,  director  of  both  Bright 
Lights  and  Rent,  should  have 
known  better  than  to  place 
another  rock-based  show  into 
New  York  Theatre  Workshop  - 
Rent's  original  home  - so  soon 
after  the  Puccini  homage  had 
found  fortune. 

Lost  in  all  the  criticism  was  the 
dact  that  Bright  Lights  brought 
''the  emergence  of  an  exciting 
young  performer.  Patrick  Wilson, 
and  that  the  show’s  composer. 
Paul  Scott  Goodman,  can  be  an 
occasionally  deft  writer  of  lyrics. 
If  you  think  those  are  insufficient 
reasons  for  sending  forth  hosan- 
nas, you  haven't  seen  many 
recent  new  New  York  musicals, 
which  have  been  so  lacklustre 
that  some  theatregoers  are 
already  writing  off  this  season 
and  waiting  for  autumn,  when 
the  new  Stephen  Sondheim  pro- 
duction, Wise  Guys,  debuts  on 
the  same  stage  where  Bright 
Lights  has  taken  such  a drub- 
bing. 

Wilson  plays  Bright  Lights'  24- 


year-old  protagonist.  Jamie. 
Jamie  slaves  away  as  a fact- 
checker  at  a New  Yorker-type 
magazine,  but  like  many  Manhat- 
tanites his  day  job  is  just  a pre- 
lude to  his  true  profession  - in 
Jamie’s  case,  literature.  Instead 
of  spending  his  evenings  at  home 
in  front  of  the  typewriter,  how- 
ever, Jamie  dredges  the  city's 
clubs  for  drugs,  usually  in  the 
company  of  his  devilish  best 
friend,  Tad  AUagash.  While  the 
boys'  night  crawling  is  the  occa- 
sion for  louche  lyrics  that  might 
cause  even  Fatboy  Slim,  the  cur- 
rent king  of  dance  music,  to 
blush,  the  netherworld  Is  more 
often  the  backdrop  for  Jamie’s 
deep  loneliness.  His  wife  has  left 
him,  his  mother  died  when  he 
was  young,  and  the  women’s 
absence  has  left  him  emotionally 
adrift. 

Wilson  is  especially  touching 
during  the  show's  early  flash- 
backs to  life  with  his  mother, 
played  by  AnnMarte  Milazzo. 
While  Milazzo's  singing  is  lovely 
and  maternal  but  limited  in 
expression,  Wilson’s  voice  is 
wide-ranging  and  dynamic.  He 
can  do  with  a song  what  only  the 
greatest  of  b've  performers  - Gar- 
land or  Sinatra,  Bette  Midler  or 
Tony  Bennett  - can:  go  emotion- 
ally from  the  highest  high  to  tbe 
lowest  low  with  barely  a breath 
in  between. 

Wilson,  who  has  all-American 
good  looks  but  not  boy-next-door 
blandness,  also  knows  how  to 
draw  laughs,  even  when  the 
material  descends  into  banality. 


Exciting  young  performer  Patrick  Wilson 


Luckily,  he  is  spared  the  musi- 
cal's worst  moment:  in  a song 
called  “I  Wanna  Have  Sex 
Tonight,”  a steroid  case  asks  a 
“Baywatch"  bimbetie:  "Can  I 
pick  you  up/  Can  I lick  you  up/ 
Can  ! stick  you  up?"  Oota,  baby. 

Goodman's  sung- thro  ugh  score, 
heavily  reliant  on  rock  ballads 
more  reminiscent  of  the  1970s 
than  the  1980s,  at  least  has  some 
Aerosmitby  drive.  And  his  songs 
contain  a fine  nastiness,  particu- 
larly in  a scene  where  Jamie  is 
fed  up  with  researching  an 
article  about  Parisian  politics.  In 
a number  that  should  be  required 
cramming  for  all  union  flag 
wavers  at  the  next  cross-Channel 
football  match.  Jamie  proclaims: 
“1  hate  the  French.  1 hate  them 
all/  From  Toulouse  Lafucking 
Tree  to  Charles  de  Gaulle." 


If  only  Goodman’s  participation 
were  confined  to  his  authorship. 
Unfortunately,  he  is  also  onstage 
as  a kind  of  trouhadourial  narra- 
tor. an  annoyance  for  which  not 
even  the  cleverest  lyrics  can  com- 
pensate. it  is  fashionable  now  to 
consign  Mclnerney  to  the  sec- 
ond-rate pile.  But  the  novelist,  as 
far  as  I know,  has  never  mis- 
taken himself  for  an  actor.  One 
hopes  that  Goodman,  who  should 
not  let  Bright  Lights'  reception 
dispirit  him,  will  keep  Mclner- 
ney's  example  in  mind  the  next 
time  he’s  tempted  to  front  his 
own  show. 

Brendan  Lemon 

'Bright  Lights  Big  City*,  New  Voi* 
Theatre  Workshop,  Off-Broad  way 


Love  sweeps  the  board 

Nigel  Andrews  reports  on  the  campest  night  in  town,  the  Oscars 


The  soothsayers  were 
confounded.  Hollywood's  wise 
men  had  pointed  ont  that  while 
“love”  is  a good  word  to  have  in 
a title  the  only  Elizabethan  play- 
wright’s name  that  could  sell 
tickets  is  Marlowe,  since  audi- 
ences would  assume  they  were  in 
for  a Raymond  Chandler  story. 

All  wrong.  On  Oscar  night 
Shakespeare  In  Lone  advanced 
from  critical  and  commercial 
success  to  Best  Picture  award, 
with  six  more  statuettes  going  to 
Miramax’s  Tudor  comedy, 
including  Dame  Judi  Dench  for 
Best  Supporting  Actress.  “I 
should  only  get  a hit  of  him!” 
pleaded  Britain's  vision  in 
off-white,  reminding  ns  that  the 
role  of  Queen  Elizabeth  lasts 
only  eight  minutes.  (Just  take 
the  award,  dear.) 

Shakespeare  In  Love  also  swept 
□p  Best  Original  Screenplay, 
clearing  an  aisle  for  the  unlikely 
partnership  of  Tom  Stoppard  and 
the  ex-scenarist  of  WaterworlcL 
Best  of  all,  Gwyneth  Paltrow 
burst  into  tears  on  accepting  her 
Shakespeare  Best  Actress  Oscar, 
proving  that  yon  can  be  an  act- 
ress and  an  actress's  daughter 
(Blythe  Danner)  and  still  not 
know  how  to  fake  self-control  on 
a big  night. 

Astonishingly,  in  a matchplay 
event  billed  as  "Elizabethan 
England  versus  World  War 
Two",  with  the  WW2  team  con- 
taining two  Americans  and  one 
Italian,  tbe  main  war  honours 
were  heaped  on  the  man  who 
couldn’t  speak  English.  Bound- 
ing np  to  the  Best  Actor  plat- 
form. Roberto  life  Is  Beautiful 
Benigni  delivered,  or  more  accu- 
rately shouted,  these  words.  "Eet 
ees  grate  onner  - Oh  thengh- 


kyoor.  And  more  like  that,  or 
roughly  like  that  1 didn't  take 
notes,  being  too  busy  waiting  for 
him  to  lie  on  the  floor  and  clutch 
the  presenter's  tronsers  as  he 
had  at  Cannes,  a task  made 
harder  here  by  the  presenter 
being  Sophia  Loren  not  Martin 
Scorsese.  (Life  Is  Beautiful  also 
won  Best  Foreign  Film.) 

For  Saving  Private  Ryan  Ste- 
ven Spielberg  graciously 


Gwyneth  Paltrow 
burst  into  tears, 
proving  that  you  can' 
be  an  actress  and 
still  not  know  how  to 
fake  self-control  on 
the  big  night 


accepted  a Best  Director  Oscar 
uncoupled  from  Best  Picture. 
This  was  a stroke  of  taste  from 
the  Academy.  While  nothing  sur- 
passed Spielberg's  direction  of 
Ryan's  blistering  first  25  min- 
utes - Omaha  Beach  as  it  actu- 
ally was  or  sorely  close  - tbe 
rest  of  Ryan  was  a pot  au  feu  of 
tbe  good  and  bad,  the  stirring 
and  the  sententious-sentimental. 

The  Thin  Red  Line  and  Eliza- 
beth, stylistically  the  boldest 
Oscar  favourites,  were  predicta- 
bly ignored.  Tbe  Academy  likes 
either  to  feel  good  or  to  feel  bad 

in  ways  that  are  simple,  didactic, 
emotional.  The  Malick  and 
Kapoor  films  were  too  weird,  too 
imaginative,  too  Brechtian.  They 


needed  another  year,  another 
millennium,  another  Academy. 

Feeling  bad  is  what  everyone 
expected  when  Elia  Kazan 
accepted  his  Lifetime  Achieve- 
ment Oscar.  Tbe  poor  name- 
namer,  nearly  90,  ghosted  onto 
the  stage  and  gave  a thin  neo-re- 
alist smile.  Most  of  the  hall 
obliged  with  a standing  ovation. 
This  man  had  after  all  directed  A 
Streetcar  Named  Desire  and  On 
The  Waterfront.  But  stubborn 
centre-leftists  kept  their  seats, 
including  Nick  Nolte  and  Ed  Har- 
ris, passed  over  elsewhere  in  the 
evening  for  Best  Actor  ( Afflic- 
tion) and  Best  Supporting  Actor 
(The  Truman  Show)  respectively. 

Whoopi  Goldberg  compered  as 
best  she  could,  though  everyone 
missed  Billy  Crystal.  She  quip- 
ped that  Paltrow’s  gender-swap- 
ping  Shakespeare  In  Love  role 
was  the  first  example  of  a 
woman  reducing  her  breast  size 
to  gain  a role.  The  audience 
laughed,  though  of  course  ft  isn’t 
true.  Mother  Showbiz  regularly 
climbs  into  male  drag  to  do  so. 

Goldberg  apart,  it  is  still  a 
man’s  world  ont  there,  as  wit- 
ness the  gender  of  the  special 
honorees  (Kazan  and  Norman 
Jewison),  the  male  predominance 
in  art-and-craft  categories  and 
the  general  sense  of  a stag  party 
in  which  women  are  allowed  in 
so  long  as  they  sport  million-dol- 
lar  designer-label  dresses. 

At  least  this  boys’  club  gave  a 
Best  Adapted  Screenplay  Oscar 
to  Briton  Bill  Condon  for  Gods 
And  Monsters,  the  truth- based 
tale  of  gay  Anglo-Hollywood 
director  James  Whale.  Whale 
would  have  had  a namesake  of  a 
time  here.  Oscar  night  is  still  the 
campiest  show  in  town. 


INTERNATIONAL 

Arts 

Guide 


AMSTERDAM 

DANCE 

Dutch  National  Ballet 
programme  combining  the  Dutch 
premiere  of  Acts  of  Light  by 
Martha  Graham,  with  the  world 
premiere  of  Krzysztof  Pastor’s 
Bitter  Sweet,  and  Balanchine  s 
Symphony  in  C;  Mar  24,  26,  27 

OPERA 

Netherlands  Opera.  Het 
Musdektheater 

Tel:  31-20-551  8911 
Die  Zauberfldte:  by  Mozart 
Conducted  by  Hartmut  Haenchen 
in  a revival  of  Pierre  Audi's 
staging  co-directed  by  Saskia 
Boddake;  Mar  23,  25,  28 


CRLIN 

MCE 

utscheOper 

: 49-30-34384-01 

derella:  staging  by  Roberto  de 
relra.  Kevin  McCutcheon 
iducts  Prokofiev's  score;  Mar 


OPERA 

Deutsche  Oper 


Tel:  49-30-34384-01 

• Aida:  by  Verdi.  Conducted  by 
Lawrence  Foster  in  a staging  by 
Gotz  Friedrich:  Mar  27 

• Der  FBegende  Hollander  by 
Wagner.  Conducted  by  Rudolf 
Piehlmayer  in  a staging  by  Gotz 
Friedrich;  Mar  25 

• Eugene  Onegin:  by 
Tchaikovsky.  Conducted  by  Jin 
Kout  In  a staging  by 
Gcxumalut>tz  Friedrich;  Mar  28 
Staatsoper  unter  den  Linden 
Tel:  49-30-2035  4555 

www.  staatsoper-beriin.  org 
TannhSuser  by  Wagner. 
Conducted  by  Daniel  Barenboim 
in  a staging  by  Harry  Kupfer  Mar 
28 


BOLOGNA 

OPERA 

Teatro  Communale 
Tel:  39-51-529999 
La  Gena  dalle  Beffe:  by 
Giordano.  Conducted  by  Bruno 
Bartoletti  in  a revival  of  Uliana 
Cavanl's  staging,  first  seen  in 
Zurich  four  years  ago.  The  cast  is 
led  by  Danieia  Dessi  and  Alberto 
Cupldo;  Mar  23,  25,  27, 28 

CHICAGO 

CONCERT 
Orchestra  Hail 
Tel:  1-312-294-3000 

wvm.cMcagosymphcmy.org 

Chicago  Symphony  Orchestra 
and  Chorus:  conducted  by  Pierre 
Boulez.  Mar  24, 26 


DRESDEN 
OPERA 
Semper  Oper 


Tel:  49-351-48420 
Ariadne  auf  Naxos:  by  R. 
Strauss.  Conducted  by  Colin 
Davis  in  a new  staging  by  Marco 
Arturo  Marelfi.  Cast  Includes 
Susan  Anthony  and  Jon  Viltars; 
Mar  25,  27 


LONDON 

CONCERTS 
Royal  Festival  HaH 
Tab  44-171-960  4242 

• BBC  Symphony  Orchestra: 
conducted  by  Andrew  Davis  in 
works  by  Mozart  and  Strauss, 
with  piano  soloist  Imogen 
Cooper  Mar  25 

• London  Philharmonic 
Orchestra:  conducted  by  Kurt 
Masur  in  works  by  Strauss  and 
Bruckner,  with  soprano  Felicity 
Lott;  Mar  27 

• Philharmonia  Orchestra: 
conducted  by  David  Zlnman  in 
works  by  Mendelssohn,  Mozart, 
Daugherty  and  Tchaikovsky,  with 
violin  soloist  Joshua  Bell;  Mar  23 


EXHIBITION 
National  Gallery 

Tel:  44-171-839  3321 
Rogier  van  der  Weyden:  the  20 
surviving  paintings  attributed  to 
the  15th  century  Netherlandish 
artist  are  mostly  too  fragile  to 
travel.  The  National  Gallery  has 
five,  and  these  are  supplemented 
by  two  from  the  Gulbenkian  in 
Lisbon  and  two  from  the  Getty  in 
California  for  this  show,  which 
celebrates  the  600th  anniversary 
of  his  birth.;  to  Jul  4 

OPERA 

English  National  Opera, 


London  Coliseum 
Tel:  44-171-632  8300 
Mefistofele:  by  Boito.  Conducted 
by  Oliver  von  Dohnanyi  in  a new 
staging  by  Ian  Judge;  Mar  24.  26 


MUNICH 

CONCERTS 
Philharmonic  Gasteig 
Tel:  49-89-5481  8181 

• Bavarian  Radio  Symphony 
Orchestra:  conducted  by  Lorin 
Maazef  in  works  by  R.  Strauss; 
Mar  25,  26 

• Munich  Philharmonic 
Orchestra:  conducted  by  Janes 
Levine  in  works  by  Mozart, 
Haydn,  Berlioz  and  Ravel.  With 
soprano  Cecilia  Bartoii;  Mar  23 


NEW  YORK 

CONCERTS 

Avery  Fisher  HaH,  Lincoln 
Center 

Tel:  1-212-875  5030 
www.llncolncenter.org 
New  York  Philharmonic: 
conducted  by  Yuri  Temirkanov  in 
works  by  Stravinsky,  with  violin 
soloist  Hilary  Hahn;  Mar  23 
Carnegie  Hall 
Tel:  1-212-247  7800 
www.cmrmgiehall.org  . 

National  Symphony  Orchestra: 
conducted  by  Leonard  Slat  kin  in 
the  world  premiere  of  John 
Corigiiano's  A Dylan  Thomas 
Trilogy.  With  the  Choral  Arts 
Society  of  Washington  and 
baritone  Hakan  Hagegard;  Mar 
26 

EXHIBITION 

Metropolitan  Museum  of  Art 


Tel:  1-212-879  5500 
www.metmuseum.  org 
Dosso  Dessi,  Court  Painter  in 
Renaissance  Ferrara:  Dosso 
Dossi  was  the  last  of  the 
Ferrarese  painters,  much 
influenced  by  Giorgione  and 
Titian.  This  exhibition  includes 
rarely  lent  masterpieces  from  the 
Borghese  Gallery  in  Rome  and 
other  European  collections;  to 
Mar  28 

OPERA 

Metropolitan  Opera,  Lincoln 
Center 

Tel:  1-212-362  6000 
www.metopera.org 
The  Queen  of  Spades:  by 
Tchaikovsky.  Conducted  by 
Valery  Gergiev  in  a revival  of 
Elijah  Moshinsky’s  staging, 
designed  by  Mark  Thompson. 
The  cast  is  led  by  Pldddo 
Domingo  (replaced  by  Yuri 
Marusin  on  Apr  3),  Galina 
Gorchakova  and  Olga  Borodina; 
Mar  26 

New  York  City  Opera,  New 
York  State  Theater 
Tel:  1-212-870  5570 
www.nycopera.com 
Lizzie  Borden:  by  Jack  Beeson. 
New  production  conducted  by 
George  Manahan  In  a staging  by 
Rhoda  Levine,  with  Phyllis 
Pancella  in  the  title  role;  Mar  24 


PARIS 

OPERA 

Op6ra  National  de  Paris,  Opera 
Bastille 

Tel:  33-1-4473  1300 
www.opera-de-paris.  fr 
The  Magic  Flute:  by  Mozart 
Conducted  by  Fried emann  Layer 


in  a staging  by  Robert  Wilson; 
Mar  23,  24,  25 


ROTTERDAM 

EXHIBITION 

Kunsthal 

Tel:  31-10-440  0300 
Helmut  Newton/AJice  Springs:  Us 
and  Them.  Retrospective  of  the 
fashion  and  portrait 
photographer,  whose  work  is 
shown  alongside  that  of  his  wife, 
Alice  Springs  (the  pseudonym  of 
June  Browne).  The  show 
comprises  120  works  in  all,  and 
is  mounted  as  a celebration  of 
their  50th  wedding  anniversary; 
to  May  9 


SAN  FRANCISCO 

CONCERT 

Davies  Symphony  Hall 
Teh  1-415-864  6000 
www.sfsymphony.  org 
San  Francisco  Symphony  and 
Chorus:  conducted  by  Roberto 
Abbado  in  works  by  Bloch  and 
Rossini;  Mar  24,  25,  27,  28 


THE  HAGUE 

EXHIBITION 

Gemeentemuseum 

Tel:  31-70-3388  1111 
Vionnet  designs  and  prints  by 
Madeleine  VIonneL  One  of  the 
most  Important  couturiers  of  the 
20th  century,  whose  moulage 
cutting  technique  strongly 
influenced  the  fashions  of  the 
period  1920-1940.  to  Jun  6 


TOKYO 

CONCERTS 


Suntory  Hall 
Tel:  81-3-3564  9999 

• Tokyo  Symphony:  conducted 
by  Kazuyoshi  Akiyama  in  works 
by  Haydn  and  Mahler;  Mar  26 

• Yomiuri  Nippon  Symphony 
Orchestra:  conducted  by  Tadaaki 
Otaka  in  works  by  Sibelius;  Mar 
25 


VIENNA 

OPERA 

Wiener  Staatsoper 

Tel:  43-1-51444 

Cavaileria  Rusticana:  by 

Mascagni/Pagliacci  by 

Leoncavallo.  Simone  Young 

conducts  a staging  by 

Jean- Pierre  Ponnelle;  Mar  24,  26 


TV  AND  RADIO 

• WORLD  SERVICE 
BBC  World  Service  radio  for 
Europe  can  be  received  in 
western  Europe  on  medium  wave 
648  kHZ  (463m) 

EUROPEAN  CABLE  AND 
SATELLITE  BUSINESS  TV 

• CNN  International 
Monday  to  Friday,  GMT: 

06J30:  Moneyline  with  Lou  Dobbs 
13.30:  Business  Asia 
19.30:  World  Business  Today 
22.00:  World  Business  Today 
Update 

• Busmess/Market  Reports: 

05:07;  06:07;  07:07;  0820;  0920’ 
10:20;  1120;  1132;  1220;  13;2Q: 
1420. 
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Wizards  unmasked 


Beware  the  incantations  of  investment  bankers.  There  is  no 
magic  potion  for  financial  success 


“Hush,  my  dear, " said  Oz 
“ Don't  speak  so  loud,  or  you 
mil  be  oi’er heard  - and  / 
should  be  ruined.  I'm 
supposed  lobe  a Great 
Wizard. " “And  area  t you?" 
Dorothy  asked  "Mol  a bit  of 
it,  my  dear;  I’m  just  a 
common  man. " "You're  more 
than  that."  said  the 
Scarecrow,  in  a grieved  tone ; 
“you’re a humbug.” 

The  Wizard  of  Oz 

Like  the  citizens  of  Oz. 
Europe's  financial  markets 
have  lived  for  decades  in  the 
belief  that  an  all-powerful 
ogre  dictated  their  every 
move.  The  wizard  varied 
from  country  to  country  - in 
Germany  it  was  Deutsche 
Bank,  in  Italy  Mediobanca, 
in  France  the  Trfsor,  in 
Britain  the  Bank  of  England. 

The  precise  powers 
attributed  to  each  country's 
wizard  varied,  too.  But  one 
theme  was  common  to  all: 
wherever  based,  the  wizard 
was  the  Sultan  of  Stability, 
the  Pontiff  of  Petrification, 
the  Lord  High  Enforcer  of 
the  Status  Quo. 

The  wizards  might  not 
“ always  be  able  to  get  their 
way  in  everything  they 
desired  - but  if  they  were 
' really  determined  that 
change  should  not  take 
place,  they  could  certainly 
prevent  it.  At  the  very  least, 
the  wizards  could  make  life 

■ so  unpleasant  that  any 

1 innovators  lived  to  regret 
their  temerity. 

No  more.  As  in  Frank 
. Baum's  Oz.  the  truth  now 
' lies  revealed:  these  ogres  are 
, mere  humbugs.  The  Bank  of 
England  is  just  a bunch  of 
economists.  The  Trteor’s 
\ control  of  the  French 
financial  system  is 

■ threatened  from  one  side  by 
1 Brussels  and  from  the  other 

by  the  ambitions  of  its  own 
\ ungrateful  offspring,  the 
ex-dvU  servants  running 
commercial  banks  and 
insurance  companies. 


Mediobanca,  which  once 
told  Italian  companies  and 
banks  when  and  with  whom 
they  might  merge,  now 
scrambles  to  keep  up  with  a 
flood  of  transactions 
initiated  - or  at  least 
assisted  - by  foreign 
investment  banks.  Deutsche 
Bank's  power  is  being 
sapped  by  a thousand 
pin-pricks,  ranging  from  the 
competition  of  state- 
guaranteed  rivals  at  home  to 
defecting  US  investment 
bankers  and  politicians 
determined  to  examine  Its 
wartime  past. 

The  vanishing  power  of 
the  wizards  is  usually 
ascribed  to  a magic  sped,  the 
incantation  of  the  words 
“Anglo-Saxon  values".  Once 
these  words  are  spoken,  the 
cloak  of  mystery  falls  away, 
and  the  ogre  is  revealed  to 
be,  as  in  Oz,  "a  little  old 
man.  with  a bald  head  and  a 
wrinkled  face".  It  is  natural 
that  those  who  are.  at  least 


not!  onaJIy,  Anglo-Saxon 
should  share  this  comforting 
illusion.  It  is  even 
understandable  that  those 
who  are  not  should  be 
willing  to  go  along  with  this 
conventional  wisdom  for  the 
moment,  since  it  absolves 
them  of  the  responsibility  of 
more  considered  judgment 

But  the  new  myth  - the 
all  -encompassing  power  of  a 
set  of  attitudes  dating  back 
to  the  era  of  woad  and 
wattle  - is  no  more  plausible 
than  the  old.  In  place  of  a 
status  quo  enforced  by  the 
old  wizards,  we  must  now 
believe  in  a state  of  flux 
enforced  by  New  York 
investment  banks  and 
London  fund  managers. 
These  new  wizards  will 
prove  no  more  omnipotent 
than  the  old. 

In  the  meantime,  however, 
this  illusion  of  limitless 
potency'  leads  to  a series  of 
very  bad  decisions.  One 
characteristic  of  magic  has 


always  been  its 
undiscriminating  nature. 
Spells  work  on  the  ugly  just 
as  well  as  on  the  beautiful. 
They  assist  the  charlatan  as 
powerfully  as  the  sage.  This 
is  clearly  visible  in  the 
creation  of  continental-scale 
businesses.  They  are  coming 
about  for  Irresistible 
reasons,  as  a result  of  the 
intertwined  forces  of 
globalisation  and  European 
integration. 

But  historical  inevitability 
Is  not  an  even-handed 
process.  For  every  well- 
judged  merger,  there  are  a 
host  of  meretricious 
alternatives.  Worse,  it  is 
increasingly  difficult  to  tell 
one  type  from  the  other.  All 
use  the  same  incantations, 
the  same  rituals  and 
impedimenta.  Commentators 
fee]  obliged  to  consider  the 
rival  proposals  with  equal 
gravity  and  impartiality, 
weighing  - for  example  - 
Telecom  Italia's  case  against 
Olivetti's  as  if  each  were  the 
product  of  decades  of 
academic  research  instead  of 
a confection  of  Ingredients 
such  as  desperation,  wishful 
thin  icing,  cupidity  and 
opportunism. 

Takeover  codes  lashed 
together  in  response  to  the 
last  botched  coupling  are 
scrutinised  and  interpreted 
as  if  they  were  the  work  of 
Justinian.  This  process  is 
part  of  capitalism’s  creative 
destruction.  Out  of  it  will 
come  a European  industrial 
and  financial  structure 
suitable  for  the  21st  century. 
But  along  the  way  there  wUl 
be  a great  deal  of  waste, 
confusion  and  ruthless 
profiteering.  That  is  the  way 
market  economies  work. 

We  cannot  - indeed, 
should  not  - seek  to  change 
it.  But  we  can  avoid  treating 
the  process  as  if  it  is  more 
perfect  than  it  is.  In 
particular,  we  should  not 
believe  that  every  European 
merger  proposal  is  justified 
merely  because  it  promises 
scale  and  shareholder  value, 
and  because  it  comes 
recommended  by  a New 
York  investment  bank. 

“But  isn '/  everything  in  the 
Emerald  City  green?”  asked 
Dorothy.  “No  more  than  in 
any  other  city. " replied  Oz; 
“but  when  you  wear  green 
spectacles,  why  of  course 
everything  you  see  looks 
green  to  you.  " 

peter,  martin  <qft  com 


Global  Bank 

FOR  THE 

LOCAL  MARKET 
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opening  of  letter  of  credit 


bill*  for  collection 


international  money  transfer 


information  on  business  opportunities 


credil  reference 


consortium  (ending 


UNITED  BANK  FOB  AFDICA  PIC. 

is  one  of  the  largest  banks  in  Nigeria 
i*'^w ^ and  one  of  the  key  players  in  the  international 
banking  arena. 

With  significant  foreign  shareholding,  USA 
enjoys  strong  presence  in  the  major  financial 
centres  of  the  world:  from  Johannesburg  to 
Tokyo;  Broad  Street  to  Wall  Street. 

UBA  maintains  correspondent  relationships 
with  many  banks  in  over  70  countries.  UBA  is 
a member  of  SWIFT  and  has  branches  in 
New  York.  535,  Madison  Avenue,  NY  10022 
T el : [212]  308-7222  and  Cayman  Island, 
535,  Madison  Avenue  NY  10022. 

It  recently  launched  a Global  Depositary 
Receipt  Programme  which  provides  even 
greater  access  to  inlemolionoj  interests. 


UNITED  BANK  FOB  AFBICA  PLC 

...  ofo  MS»  edoCac-  A*  Arwfalwy  M ‘ MS3r 

MAD  01TICE . S7  MA4INA.  UGOS.  NIGERIA 

mn : (MisttunoMuf  ■ mi  sank  tear.  tun.  tun.  wn,  tarn. 

FAl  : 01  ■ 26i  «755.  ZU  1ZB7.  f£l . 764  1651 . 7H. 


Hazards  of  assistance 


David  White  weighs  the  benefits  and  risks  of  becoming  dependent  on  EU  ^ 

* ...  , against  distortions  to  compe- 

tit  ion-  The  subsidised  cre- 
ation of  jobs  can  also  affect 


Holidaymakers 
might  pause  to 
think  about  the 
big  blue  sign 
hanging  in  Palma  de  Mallor- 
ca’s spacious  new  airport.  It 
records  that  the  terminal 
was  co-financed  by  the  Cohe- 
sion Fund,  the  special 
scheme  for  the  European 
Union’s  needier  members. 

The  island  is  no  longer 
poor  by  European  standards, 
and  prosperous  by  Spain's. 
On  the  other  hand,  more 
Germans  use  the  airport 
every  year  than  Spaniards. 
Maybe  they  will  be  pleased 
to  be  partaking  in  the  bene- 
fits of  EU  handouts,  of  which 
Spain  is  the  biggest  receiver 
and  Germany  the  biggest 
payer.  Or  maybe  they  will 
resent  the  comparison  with 
their  own,  less  swanky  facili- 
ties in  Dusseldorf  or  Berlin. 

Spain  is  now  getting  more 
grant  money  than  any  EU 
member  has  ever  received 
before.  It  is  true  that  propor- 
tionally, the  smaller  econo- 
mies  of  Portugal.  Greece  and 
Ireland  do  even  better.  But 


in  a 


people  in  the  US  are 
similar  position. 

A recent  Commission 
report  concluded  that,  with- 
out EU  grants,  growth  in 
Ireland.  Greece.  Portugal 
and  the  more  backward 
parts  of  Spain  would  have 
been  5-10  per  cent  lower  in 
the  past  10  years.  In  that 
time  national  income  per 
head  for  the  four  countries 
has  climbed  from  68  per  cent 
to  78  per  cent  of  the  average. 

But  much  of  this  gain  may 
be  attributable  to  other 
aspects  of  their  integration 
into  Europe,  not  just  aid. 
The  volume  of  their  trade 
with  other  EU  countries,  for 
instance,  has  doubled. 

The  poorest  regions  have 
also  dosed  a bit  on  the  rich- 
est regions.  But  regional  dis- 
crepancies within  countries 
have  sometimes  been  aggra- 
vated. with  favoured  zones 
such  as  Dublin  and  Lisbon 
catching  up  faster  than  their 
rural  hinterlands.  And  in 
terms  of  unemployment  the 
divergence  has.  if  anything, 
increased.  Southern  Spain  is 


works  of  new  highways  tes- 
tify to  the  results.  But  they 
are  not  alwaj'S  where  the 
enterprise  is.  The  co-opera- 
tives of  Mondragbn,  deep  m 
the  valleys  of  the  Basque 
country,  have  not  enjoyed 
good  transport  connections, 
but  have  nonetheless  grown 
to  become  one  of  Spain's  top 
10  industrial  groups.  For  the 
time  being,  it  is  a 40-minute 
truck  ride  away  along  wind- 
ing roads. 

“You  cannot  really  state 
that  the  gap  between  differ- 
ent regions  has  been 
reduced."  says  Laurent  Van 
Depoeie.  the  European  Com- 
mission's head  of  rural 
development.  But  at  the 
same  time  regional  authori- 
ties have  grown  accustomed 
to  having  access  to  funding. 
“There  is  this  tremendous 
tendency  - once  they  get  the 
money  they  want  to  main- 
tain it  and  even  increase  it." 

This  is  one  of  the  hazards 
of  intensive  aid.  Another  is 
the  danger  of  skewing  eco- 
nomic policies.  Since  grants 
require  matching  funds  from 


the  wage  bargaining  process 
and  make  the  labour  market 
less  flexible.  Many  of  the 
jobs  created  in  a new  ven- 
ture are  usually  lost  some- 
where else.  But  for  a govern- 
ment, subsidies  are  all  the 
more  tempting  and  addictive 
when  the  money  does  not 
come  directly  from  the  pock- 
ets of  its  electorate. 

"We  must  realise  we  can't 
live  for  ever  on  funds.”  says 
Francisco  Seixas  da  Costa, 
Portugal's  state  secretary  For 
Europe.  “But  for  the  time 
being  we  still  need  some  sup- 
port to  be  able  to  compete. 


T 


he  "cohesion" 
countries  - which 
qualify  by  having  a 
per  capita  national 
output  of  90  per  cent  or  less 
of  the  EU  average  - insist  on. 
keeping  their  special  status 
until  they  pass  the  thresh- 
old, as  Ireland  already  has. 
They  argue  that  benefits 
work  both  ways:  Athens  gets 


Spain  is  a broaderTest  of  "the  ”17™. ”Z 7..11..7 a new  airport  but  Hochtief 

of  Germany  heads  the  con- 
sortium building  it 


efficacy  of  EU  aid,  partly 
because  its  larger  economy 
is  not  swamped  by  the 
money.  If  you  add  up  all  the 
financial  programmes  avail- 
able in  the  EU  for  "struc- 
tural" measures  - regional 
and  social  funds,  plus  part  of 
the  budget  for  agriculture 
and  fisheries  - the  grants 
run  at  more  than 
year.  A quarter  of  the  total 
goes  to  Spain. 

The  future  of  these  funds 
is  now  being  haggled  over  in 
negotiations  over  the  EU's 
spending  plans  for  early  next 
century.  Behind  the  argu- 
ment over  who  deserves 
what,  more  fundamental 
doubts  lie  unanswered: 
about  the  funds'  effective- 
ness. and  about  the  balance 
of  benefits  and  risks  in  per- 
petuating a reliance  on  aid. 
In  other  words,  the  question 
Is  not  Just  "who  should  get 
the  money?”  but  “how  much 
good  does  it  do?" 

Overall,  the  evidence 
shows  that  differences  in 
output  per  head  of  popula- 
tion have  gradually  dimin- 
ished between  EU  countries, 
and  to  a lesser  extent 
between  regions.  But  the 
gaps  remain  big.  Nearly  a 
fifth  of  Europeans  live  in 
regions  where  the  output  per 
head  is  at  least  25  per  cent 
below  the  average.  Accord- 
ing to  the  European  Com- 
mission, only  2 per  cent  of 


Spain  is  one  of  the  EU  countries  that 
have  obtained  the  best  value  for  the 
EU’s  money.  It  has  applied  Cohesion 
Fund  grants  to  parts  of  the  country 
that  regional  funds  do  not  reach 


A senior  Spanish  official  at 
the  Commission  says  the 
case  for  keeping  up  the  flow 
of  money  should  be  made  on 
the  grounds  of  effectiveness. 
But  for  the  Spanish  authori- 
ties it  remains  an  emotive 
issue.  The  very  word  “cohe- 


titton  a sion"  has  totemic  value. 


stuck  with  an  official  Jobless 
rate  of  around  30  per  cent, 
three  times  the  figure  for  the 
EU  as  a whole. 

In  general,  benefits  for 
backward  regions  have  not 
translated  into  extra  jobs. 
Spain,  with  its  big  reserve  of 
unemployed  labour,  has 
recently  been  creating  jobs 
faster  than  anywhere  else  in 
Europe,  but  mostly  not  in 
the  areas  where  EU  aid  is 
concentrated.  The  employ- 
ment rate  in  the  south  and 
the  north-west  - prime  aid 
receivers  - has  actually 
fallen  slightly.  But  it  has 
risen  in  places  such  as  Mad- 
rid. which  are  left  out  of  the 
EU's  main  aid  programmes. 

Despite  the  lack  of  correla- 
tion between  Jobs  and  aid. 
Spain  is  counted  among  the 
EU  countries  that  have 
obtained  the  best  value  for 
the  EU's  money.  It  has  used 
it  cleverly,  applying  Cohe- 
sion Fund  grants  to  parts  of 
the  country  that  regional 
funds  do  not  reach.  Net- 


the  host  country,  they  draw 
national  resources  to  EU- 
backed  projects.  Regional 
development  plans  are  up  to 
national  governments,  but 
they  are  prepared  with  guid- 
ance from  Brussels  and  usu- 
ally geared  to  projects 
readily  eligible  for  backing. 
This  has  encouraged  flag- 
ship investments  in  roads, 
railways  and  industrial 
parks,  even  though  Brussels 
officials  would  prefer  to  see 
more  attention  paid  to  train- 
ing and  research,  and  to 
southern  Europe's  lag  in  pol- 
lution control. 

Much  of  the  aid  goes  into 
subsidising  industry.  But 
Isabela  Atanasiu.  a research 
fellow'  at  the  Centre  for 
European  Policy  Studies,  the 
Brussels  think-tank,  says 
there  Is  no  rigorous  evalua- 
tion of  how  these  subsidies 
have  worked,  and  it  is  open 
to  question  how  much  sup- 
port is  really  necessary. 

The  supposed  regional 
benefits  have  to  be  set 


Rafael  Termes.  a veteran 
professor  at  IESE.  the  Barce- 
lona graduate  business 
school,  and  former  chairman 
of  Spain's  banking  associa- 
tion. has  broken  the  taboo 
by  arguing  that  Spain  would 
be  better  off  without  cohe- 
sion funds.  He  says  they  act 
as  a shield  against  competi- 
tion. Scrapping  them  would 
concentrate  minds  on 
improving  technology  and 
training,  and  force  more  lib- 
eralisation of  markets  for 
labour,  products  and  ser- 
vices. But  he  accepts  that  he 
Is  “a  lone  voice”. 

For  southern  Europe,  soli- 
darity' and  redistribution  of 
wealth  are  part  of  what  the 
EU  is  about.  The  Spanish 
know  - especially  with  new 
and  much  poorer  members 
on  the  EU’s  doorstep  - that 
they  wifi  not  be  getting  the 
same  favourable  deal  10 
years  from  now.  But  they 
are  not  yet  ready  to  think 
about  kicking  the  aid  habit  - 
however  questionable  the 
effects  of  aid  may  be. 


LETTERS  TO  THE  EDITOR 


Do  we  need  Milosevic’s  permission  to  strike? 


From  GJt  Clarke. 

Sir,  Bill  Clinton  said  on 
Friday,  with  reference  to 
Kosovo,  that  "hesitation  is  a 
licence  to  kill".  True.  An 
enormous  human  tragedy  is 
unfolding  before  our  eyes. 
Why.  therefore,  are  we  wit- 
nessing hesitation?  Nato 
generals  have  repeatedly 
assured  us  over  many 
months  that  all  the  neces- 
sary plans  were  in  place  and 
that  no  further  permissions 
were  needed  from  anyone  in 
order  to  commence  action. 
Nato  should  have  acted  on 
Saturday,  as  soon  as  the 


observers  had  left.  Yet  we 
see  Richard  Holbrooke,  the 
US  special  envoy,  making 
another  visit  to  Belgrade.  Is 
it  to  ask  Slobodan  Milos- 
evic’s permission  to  com- 
mence hostilities? 

This  is  really  tragic  and 
very  ridiculous. 

Two  things  are  needed 
very  fast.  First,  a safe  area 
to  be  created  far  the  Koso- 
vars, free  of  all  Serb  security 
forces.  This  will  need  a very 
large  number  of  ground 
troops  because  the  local  Serb 
civilians  also  need  protec- 
tion and  because  Serb  forces 


need  to  be  ejected. 

Second,  there  must  be  a 
speedy  referendum  for  the 
Kosovars  on  full  indepen- 
dence from  Serbia. 

Furthermore,  the  capture 
and  trial  of  Mr  Milosevic  for 
war  crimes  is  not  just  desir- 
able but  imperative,  because 
the  parallel  with  Saddam 
Hussein  and  the  Kurds  in 
northern  Iraq  is  becoming 
all  too  painfully  obvious. 

G.R.  Clarke. 

David  Street, 

Meopham. 

Kent  DA13  OBT,  UK 


UK  should  accept  cut  in  EU  budget  rebate 


From  Kirsty  Hughes. 

Sir.  Your  lead  story  of 
March  19.  "Boost  for  UK  on 
EU  rebate",  claims  that  the 
UK's  budget  rebate  is  no  lon- 
ger under  threat  at  the  Ber- 
lin summit.  But  it  then 
admits  that  the  UK  will  still 
be  under  pressure  from  the 
other  member  states  not  to 
apply  the  rebate  to  enlarge- 
ment costs.  If  the  UK  agrees 
to  this,  it  will  represent  a cut 
in  the  rebate  of  Elbn.  accord- 
ing to  Treasury  estimates. 

In  recent  evidence  to  the 
House  of  Commons  foreign 
affairs  select  committee,  the 
Foreign  Office  states:  "The 
government  is  not  prepared 


to  countenance  any  adverse 
change  to  the  UK  abatement. 
On  enlargement  the  abate- 
ment will  continue  to  apply 
an  all  allocated  spending  in 
the  EU.  including  in  the  new 
member  states."  it  explains 
that  'it  is  what  the  UK  pays 
overall . . . that  matters,  not 
what  the  UK  pays  towards 
expenditure  in  the  new 
member  states.  Even  after 
the  likely  costs  of  enlarge- 
ment. the  UK  is  still  likely  to 
be  paying  more  than  its  fair 
share.” 

The  UK  rebate  is  not  as 
well  justified  as  it  was  back 

in  1984.  And.  as  a leading 
supporter  of  enlargement. 


the  UK  government  should 
pay  up  and  accept  a cut  in 
the  rebate.  But  if  a deal  is 
done  in  Berlin,  this  will  rep- 
resent the  first  cut  in  the 
rebate  since  it  was  won  by 
Margaret  Thatcher.  We  can 
expect  Tony  Blair  - assisted 
perhaps  by  other  heads  of 
state  - to  try-  to  spin  it  dif- 
ferently. But  don't  expect 
the  sceptics  not  to  notice. 

Kirsty  Hughes, 
head.  European  Institute 
Policy  Unit 

London  School  of  Economics 
and  Political  Science, 
Houghton  Street, 

London  WC2A  2AE.  UK 


Gems  and  jewellery  are  where  India  shines 


From  Mr  Michael  Ashftetd. 

Sir,  On  two  occasions 

recently  your  newspaper  has 
named  software  as  India’s 
biggest  success  story  of  the 
1990s  (‘‘Silicon  subconti- 
nent". March  15,  and  "High- 
risk  strategy  begins  to  pay- 
off for  Indian  high  tech  pio- 
neer", March  181.  While  soft- 
ware has  done  well.  1 think 
you  have  succumbed  to  the 
hype  that  accompanies 
it. 

Official  figures  of  India's 
foreign  trade  show  that  dia- 


monds and  gold  jewellery 
(particularly  the  former) 
remain  a better  story-. 

In  the  latest  full  year  for 
which  figures  are  available 
(1997-98),  India's  exports  of 
"gems  and  jewellery’'  were 
worth  $5.lbn  - up  from 
S2.9bn  in  1990-91.  A look  at 
the  import  bill  for  rough  dia- 
monds indicates  that  value 
added  by  the  Indian  industry 
before  re-export  is  60  per 
cent. 

However,  it  is  my  impres- 
sion that  the  figures  quoted 


by  the  Indian  software 
industry's  trade  association 
are  not  necessarily  accepted 
by  the  country's  official  stat- 
isticians,  and  that  for  some 
software  exports,  more  of 
the  added  value  accrues  to, 
say.  businesses  in  the  us 
than  to  businesses  m 
India. 

Michael  Ashfield, 

India  Research  Group, 
Beacons  field. 

Bucks  HF9  1PJ, 

UK 


Water 


L • • • 

‘crisis’ 


From  Mr  Jacob  Burke. 

Sir,  In  the  wake  of  you 
story  “UN  warns  of  wate 
wars  next  century",  (MarcJ 
19).  it  is  not  clear  to  mi 
where  this  crisis  is  suppose* 
to  be  occurring.  For  a news 
paper  that  devotes  many  col 
umn  inches  a year  to  the  fin 
ancing  of  water  utilities,  i 
would  have  been  useful  t( 
distinguish  between  the  pro 
vision  of  water  service! 
(raw.  bulk  and  retail)  anc 
the  management  of  thi 
water  resource  base  itself.  Ir 
general,  it  is  possible  tc 
observe  chronic  shortage  o; 
reliable  water  services  anc 
economic  competition  Foi 
the  resource  base,  but  rarelj 
absolute  "water  shortages" 
No  doubt  this  confusion  wit 
persist  until  the  war  is  over 

Jacob  Burke, 
technical  adviser. 
Groundwater  Resources, 
United  Nations, 

New  York  NY  10017,  US 


Love,  hate  and 
the  salesman 

From  Mr  Leslie  Caplan. 

Sir.  It  is  understandable 
for  a salesman  to  be  in  love 
with  his  own  product  (Bill 
Gates  on  business;  "Coping 
with  an  era  of  change”, 
March  22),  but  he  should  not 
attempt  to  turn  it  into  a 
value  system.  Electricity  cer- 
tednly  did  not  “reshape  civil- 
isation', ir  Mr  Gates  had 
spent  more  time  reading  Tol- 
stoy and  Dostovevsky,  and 
less  with  his  0s  and  Is.  he 
would  know  that  love  and 
hate,  loyalty  and  betrayal, 
happiness  and  frustration 
are  what  civilisation  is 
about,  and  that  these  have 
not  changed  one  iota;  nor 
will  they  be.  by  his  beloved 
web  or  by  the  40-  screens  he 
looks  forward  to  us  disfigur- 
ing our  walls  with. 

Leslie  Caplan, 

49  Howitt  Road, 

London  NW3  4LU.  UK 
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Nato’s  test 
in  Kosovo 


The  moment  of  truth  between 
Nato  and  Slobodan  Milosevic  has 
come.  If  Richard  Holbrooke, 
America's  diplomatic  weapon  of 
last  resort,  fails  to  persuade  the 
Yugoslav  leader  to  halt  his 
aggression  against  the  ethnic 
Albanian  majority  in  Kosovo, 
and  give  it  autonomy,  Nato  will 
be  put  to  the  test  over  the  threat 
to  bomb  Yugoslavia  it  has  voiced 
so  often  in  the  past  six  months. 

• Sadly,  Mr  Milosevic’s  obstruc- 
tionism at  the  negotiating  table 
and  his  current  offensive  in  Kos- 
ovo would  now  leave  the  alliance 
<{‘1  no  other  option  than  to  send  in 
* the  bombers.  But  the  military 
option  is  dire,  not  least  because 
no  one  in  Nato  quite  knows  what 
to  do  if  bombing  fails  to  shake  Mr 
Milosevic's  resolve.  None  of 
Nato’s  19  allies  is  ready  to  invade 
Yugoslavia  with  ground  troops. 

The  enormity  of  Nato  launch- 
ing its  first  attack  against  a sov- 
ereign state  is  not  to  be  under- 
estimated. Unlike  Iraq,  Belgrade 
has  not  invaded  another  country. 
Nor  is  the  situation  a lrin  to  Bos- 
nia, where  the  legitimate  govern- 
ment invited  outside  interven- 
tion. Nor,  finally,  has  the  United 
Nations  Security  Council  specifi- 
cally authorised  Nato  to  bomb. 
But  as  justification!  Nato  points 
to  breaches  by  Yugoslav  forces  of 
past  Security  Council  resolutions 
on  Kosovo.  The  alliance  also 
claims  that  modern  law  has 
developed  to  the  point  that  mili- 
tary action  is  justified  If  used  to 
prevent  humanitarian  catastro- 
phes. 


It  is  this  stretch  of  interna- 
tional law  that  has  rallied  Nato’s 
more  pacifist  members  behind 
bombing,  and  stilled  the  voices  of 
people  like  Kofi  Anna n.  the  UN 
secretary -general,  otherwise  cer- 
tain to  be  raised  in  objection.  Yet 
it  might  not  be  credible  without 
Mr  Milosevic’s  behaviour,  which 
can  only  be  called  bloody-minded 
in  both  senses  or  the  word. 

Belgrade  has  prevaricated  over 
a peace  deal  by  which,  at  least 
for  an  interim  three  years,  the 
Albanians  committed  themselves 
to  staying  inside  Yugoslavia. 
That  concession,  which  took  the 
west  months  to  wrest  from  the 
Kosovo  Liberation  Army,  is  more 
than  Belgrade  could  achieve  on 
its  own.  Then,  just  as  the  KLA 
started  to  play  politics  rather 
than  soldiers,  Belgrade  reversed 
the  achievement  by  issuing 
arrest  warrants  for  its  leaders. 
And  now  the  use  of  heavy 
armour  - out  of  all  proportion  to 
KLA  sniper  fire  - confirms  Bel- 
grade’s desire  for  a military  solu- 
tion to  the  conflict. 

If  Nato  is  going  to  invoke  the 
fear  of  a humanitarian  catastro- 
phe, then  that  concern  must 
guide  all  its  actions.  It  must  not 
worry  about  losing  face,  but 
about  the  Kosovars.  It  must 
choose  targets  to  minimise  civil- 
ian casualties,  both  Serb  and 
Albanian.  And  then  the  allies 
must  fervently  hope  that  bomb- 
ing leads  Mr  Milosevic  to  blink, 
or  the  army  to  stage  a coup 
against  him,  and  not  simply  to 
step  up  their  offensive. 


Bailing  in 


The  role  of  foreign  banks  in 
resolving  the  developing-world 
financial  crises  over  the  past  two 
years  was  at  best  haphazard,  at 
worst  deeply  damaging.  Some 
restructurings  of  bank  loans, 
such  as  South  Korea's,  were 
fairly  successful;  others,  particu- 
larly in  Russia  and  Indonesia, 
were  disastrously  unsuccessful. 
Some  creditors  lost  enormous 
amounts  of  money;  others  got  off 
scot-free.  Yet  opposition  from 
banks  could  mean  that  fresh 
attempts  to  “bail  in”  private  lend- 
ers lose  momentum. 

Probably  the  most  difficult 
issue  Is  bow  to  deal  with  inter- 
bank lending,  the  rapid  with- 
drawal of  which  caused  so  much 
damage  during  the  Asian  crisis. 
One  answer  is  to  discourage  this 
sort  of  lending,  through  Chilean- 
style  taxes  on  short-term  inflows 
- though  these  can  be  difficult  to 
police  - or  through  tighter  regu- 
latory controls  on  either 
emerging-market  or  creditor 
banks. 

A broader  requirement  is  to 
improve  the  procedures  for 
organising  voluntary  private- 
sector  workouts  for  all  non- 
sovereign debt.  These  are  cur- 
rently slow,  ad  hoc  and  prone  to 
failure.  A pre-arranged  standing 
committee  of  creditors  could  help 
speed  up  restructuring  discus- 
sions. In  addition,  creditor-coun- 
try officials  need  to  use  their 
moral  weight  at  an  early  stage  in 
the  crisis  to  persuade  creditor 


banks  to  participate  in  a rescue 
package,  and  not  to  withdraw 
crucial  lines  of  credit.  These 
changes  need  to  go  hand-in-hand 
with  improved  bankruptcy  proce- 
dures across  the  developing 
world. 

Ongoing  support  and  an  early 
debt  restructuring  agreement  by 
creditor  banks  is  the  ideaL  How- 
ever. there  are  many  obstacles  to 
such  a solution.  For  this  reason, 
the  International  Monetary  Fund 
needs  to  have  the  ability  to  inter- 
vene and  sanction  a debt  morato- 
rium if  negotiations  are  failing, 
to  stop  the  situation  from  spiral- 
ling out  of  control.  This  idea  is 
fraught  with  difficulties  - not 
least,  when  should  the  morato- 
rium end?  - and  so  should  be 
used  only  in  the  worst  circum- 
stances. The  threat  of  IMF  inter- 
vention, though,  would  often  be 
enough  to  bring  creditors  to  the 
negotiating  table. 

Banks  and  investors  are  com- 
plaining that  such  measures  will 
raise  the  risk  premium  on  emerg- 
ing market  debt,  and  slow  the 
re fum  of  capital  flows  to  these 
markets.  But  the  risk  premium 
was  previously  far  too  low.  which 
Is  precisely  why  such  unsustaina- 
ble debts  built  up  in  the  first 
place.  If  reforms  of  private-sector 
workouts  achieve  a more  accu- 
rate reflection  of  emerging- 
market  risk,  even  at  the  expense 
of  some  new  capital  Bows,  then 
in  one  respect  at  least  they  will 
have  succeeded. 


Cash  for  cars 


t 


Can  you  spare  a fiver  to  save  the 
workers  of  Longbridge? 

British  taxpayers  may  be  asked 
the  question  in  a slightly  differ - 
ent  form;  but  the  government's 
latest  offer  of  £120m  to  keep  the 
Rover  car  plant  afloat  amounts  to 
about  that  sum  per  head  of  the 
working  population. 

■ BMW  wants  the  handout,  or 
preferably  about  £200m,  as  a con- 
tribution to  its  £1.7bn  investment 
plan  for  the  plant.  If  this  were 
the  price  for  ending  the  sad  saga 
of  subsidies,  under-investment 
and  labour  unrest  at  Longbridge, 
it  might  be  paid  cheerfully.  But 
hopes  have  too  often  been  dashed 
after  hew  managements  accepted 
Mg  cheques  from  the  government 
to  revive  the  former  flagship  of 
the  British  motor  industry. 

The  great  attempt  to  rational- 
ise marques  under  the  British 
Motor  Corporation  was  followed 
by  the  failure  of  British  Leyland, 
the  successor  company,  to  turn  it 
round  commercially.  Then  in 
1994,  after  a period  under  the 
control  of  British  Aerospace,  the 
remains  of  the  car  business  (now 
shrunk  into  the  Rover  brand) 
was  rescued  by  BMW. 

If  any  company  could  make  a 
success  of  Rover  it  was  BMW. 
with  its  formidable  engineering 
and  marketing  skills.  But  after  a 
cash  outflow  of  £3bn.  it  finds 
itself  with  a brand  that  com- 
mands some  5 per  cent  of  the  UK 

market  and  turned  in  a loss  of 
DMUribn  (£G68m)  last  year. 


Against  this  background,  it 
may  be  asked:  if  BMW  is  pre- 
pared to  bet  the  farm,  why 
should  the  UK  government  not 
contribute  a few  more  sacks  of 
seed-corn?  The  broad  answer  is 
that  this  is  not  the  sort  of  tiling 
governments  should  do  at  alL  A 
narrower  one  is  that  Britain  no 
longer  needs  Rover  it  has  shrunk 
almost  out  of  sight.  And  there  is 
no  patriotic  motive  for  helping  a 
German  manufacturer  in  Long- 
bridge any  more  than,  say,  a Jap- 
anese company  in  Sunderland  or 
a US  multinational  in  Halewood. 

Yet  since  most  car  companies 
in  the  UK  - and  the  rest  of 
Europe  - are  subsidised,  it  would 
be  difficult  for  the  UK  govern- 
ment to  refuse  all  help  to  save 
jobs  in  this  case.  The  cost  per  job 
is  high  - some  £20,000  if  a sub- 
sidy of  £2Q0m  is  assumed.  But 
this  is  only  half  the  cost  to  the 
taxpayer  of  the  6.100  Jobs  created 
by  LG  of  Korea  at  two  plants  at 
Newport  in  Wales.  It  also  com- 
pares favourably  with  estimates 
that  the  government’s  Family 
Tax  Credit  scheme  will  cost 
£50.000  far  each  new  job  created. 

In  a world  of  excessive  subsi- 
dies to  car  production,  the 
chance  that  BMW  can  save  Long- 
bridge may  justify  one  last  bet 
But  it  must  be  the  last  Mean- 
while, the  UK  government  and 
Us  EU  partners  should  seek  to 
end  the  absurdity  of  competing  to 
subsidise  an  industry  suffering 
from  chronic  over-capacity. 


Should  we  support  Primakov? 

As  Russia’s  prime  minister  arrives  in  Washington,  John  Thornhill  asks  whether  the  US  Treasury 
and  IMF  will  put  their  reservations  aside  once  again  and  come  to  his  country's  aid 


The  latest  joke  in 
Moscow  has  it  that  the 
light  at  the  end  of  the 
tunnel  has  been  tempo- 
rarily switched  off  because  of  an 
electricity  shortage.  Today.  Rus- 
sia's small,  portly  prime  minister, 
arrives  in  Washington  DC  in  the 
hope  of  switching  it  back  on 
again. 

Yevgeny  Primakov  wants  to 
persuade  the  International  Mone- 
tary Fund  to  resume  its  lending 
programme,  suspended  in  the 
wake  of  August's  economic 
crash.  He  will  also  upbraid  the 
US  for  tbe  expansion  of  Nato  and 
for  US  policies  towards  Iran,  Iraq, 
and  Kosovo  - without  (be  hopes) 
fatally  alienating  the  US  govern- 
ment. Tough  though  the  mission 
may  seem.  Russia's  artful  pre- 
mier has  grown  skilled  at  recon- 
ciling tbe  seemingly  irreconcil- 
able. 

Mr  Primakov's  visit  is  already 
being  described  by  the  Russian 
media  as  the  defining  moment  in 
his  six-month  premiership.  Since 
being  thrust  into  office  last  Sep- 
tember, Mr  Primakov  bas 
restored  a semblance  of  stability 
to  Russia  - remarkable  in  a 
country  that  has  seen  22m  people 
slip  below  the  officially-defined 
subsistence  level  during  his  time 
in  office. 

If  he  can  claim  any  kind  of 
victory,  following  his  talks  with 
the  US  administration  and  the 
IMF,  he  may  well  emerge  as  the 
successor  to  tbe  ailing  President 
Boris  Yeltsin.  Mr  Primakov  has 
passed  the  toughest  budget  Rus- 
sia has  had  for  years  and.  by 
reducing  the  power  of  the  rich 
Russian  oligarchs,  has  made  a 
start  on  tackling  cronyism  and 
corruption. 

But  Mr  Primakov  himself  con- 
cedes that  Russia  would  be  in  a 
dire  position  if  he  returned  from 
Washington  empty-handed.  Rus- 
sia cannot  possibly  make  tbe 
Sl7.5bn  of  public  debt  repay- 
ments due  this  year  out  of  total 
budget  revenues  of  S22bn:  it  must 
seek  an  orderly  debt  restructur- 
ing. If  it  does  not  get  it  it  is  hard 
to  see  how  Russia  can  avoid 
defaulting  on  its  IMF  debt.  That 
would  mean  it  could  not  borrow 
on  world  capital  markets  again 
for  decades,  casting  itself  into 
International  financial  oblivion 
and  wrecking  Mr  Primakov's 
assertions  of  “great  power”  sta- 
tus. The  government  would 
almost  certainly  then  have  to 
finance  spending 
by  printing  more  money,  fuelling 
high  - if  not  hyper  - inflation. 

That  would  lead  to  greater 
social  and  political- -upheaval, 
irreparably  damaging  Mr  Prima- 
kov's reputation  and  hastening 
the  further  dissolution  of  the  fed- 
eral government.  That  would  not 
necessarily  mean  the  replace- 
ment of  Mr  Primakov  by  a mili- 
tantly-aggressive  nationalist: 
Yuri  Luzhkov,  the  mayor  of 
Moscow,  might  well  be  the  initial 
beneficiary.  Nor  would  it  inevita- 
bly entail  the  complete  collapse 
of  the  government,  which  would 
continue  to  receive  energy’  and 
other  taxes.  But  Russia  would 
have  taken  one  more  lurch  along 
its  downward  spiral,  at  the  bot- 
tom of  which  the  country  would 
be,  in  the  words  of  one  of  Mr 
Primakov's  advisers.no  more 
than  a “shape  on  a map”. 

So  what  are  the  chances  of 
coming  to  an  agreement?  “The 
central  problem  for  our  public 
finances  is  somehow  to  solve  the 
problem  of  foreign  debt  The  only 
way  for  this  to  happen  is  to  nego- 
tiate a new  programme  with  the 
IMF.”  says  Alexei  Ulyukayev, 
deputy  director  of  the  Institute 


Primakov’s  plight 
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for  Transition  Economies.  “We 
may  dislike  them  but  we  must 
reach  an  agreement  with  them.” 

After  months  of  tortuous  - and 
at  times  acrimonious  - talks,  the 
IMF  appears  to  be  softening  its 
rhetoric.  And.  in  spite  of  deep 
misgivings,  the  US  administra- 
tion appears  ready  to  help. 

Last  week,  Robert  Rubin,  the 
US  Treasury  secretary,  expressed 
frustration  that  the  Russian  gov- 
ernment was  not  pursuing 
reforms  more  energeticly  but 
revealed  a greater  sense  of  alarm 
about  the  risks  of  economic  col- 
lapse. “If  Russia  destabilises,  the 
costs  to  the  US  are  going  to  be 
vastly  greater  than  anything  we 
can  possibly  think  of,"  he  said. 
“We  have  to  bope  that  they  can 
continue  to  wallow  through.” 

That  would  appear  to  mean 
putting  faith  in  Mr  Primakov, 
who  is  the  master  wallower.  His 
government  may  not  have  drawn 
up  a coherent  economic  pro- 
gramme, yet  it  has  muddled 
through  the  winter  more  or  less 
intact  The  finance  ministry  has 
somehow  succeeded  in  balancing 
the  budget  - although  many 
wages  and  -pensions  remain 
unpaid.  The  central  bank  has 
refrained  from  large-scale  money 
printing  and  preserved  some 
exchange  rate  stability  without 
yet  devising  an  explicable  mone- 
tary policy. 

As  one  newspaper  commenta- 
tor wrote,  it  is  almost  as  if  Mr 
Primakov  has  "anaesthetised" 
the  country,  dulling  its  problems 
without  resolving  them. 

Vladimir  Ryzhkov,  the  parlia- 
mentary leader  of  the  moderate 
Our  Home  is  Russia  party,  says 
he  would  personally  award  Mr 
Primakov  a score  of  three  on  the 
five-point  scale  used  to  grade 
Russian  schoolchildren.  “Things 
could  be  better  but  they  are  not 
as  bad  as  many  bad  feared,"  he 
says.  Coming  from  a member  of 
the  party  led  by  Viktor  Cherno- 
myrdin. whom  Mr  Primakov  dis- 
placed as  prime  minister,  this  Is 
slightly  more  than  faint  praise. 

Mr  Primakov’s  supporters 
claim  that  the  appearance  of 
masterly  inactivity  belies  a more 
serious  intent,  which  the  prime 


minister  will  unfold  in  Washing- 
ton. Previous  Russian  govern- 
ments may  have  been  long  on 
rhetoric  but  they  were  short  on 
delivery.  The  publicly  lugubrious 
Mr  Primakov  will  privately  prom- 
ise to  deliver  the  reverse.  Rus- 
sia's chief  problem  is  a lack  of 
political  authority,  rather  than  a 
dearth  of  sensible  economic 
ideas.  A consensus  must  first  be 
forged  before  any  real  economic 
reforms  can  succeed. 

To  this  end,  the  ©-year-old  Mr 
Primakov  has  pacified  Russia's 
unruly.  Communist-dominated 
parliament  by  forming  a coalition 
government  and  championing  a 
“socially-oriented  market  econ- 
omy". This  has  enabled  the  gov- 
ernment to  pass  its  toughest  bud- 
get in  years  and  enact  new  laws 
such  as  intemationally-recognisa- 
ble  Production  Sharing  Agree- 
ments (PSAs),  designed  to  unlock 
investment  in  Russia's  oil  and 
mining  industries. 

Mr  Primakov  has  also  stemmed 
the  erosion  of  the  federal  govern- 
ment’s authority  by  bringing  sev- 
eral regional  governors  to  heel, 
cracking  down  on  corruption, 
and  taming  the  influence  of  Rus- 
sia’s over-mighty  “oligarchs".  In 

‘Foreign  money  has 
only  helped 
incompetent  people 
to  buy  time  to  do 
nothing’ 


a fierce  battle,  Mr  Primakov  has 
largely  neutralised  the  influence 
of  Boris  Berezovsky,  the  business 
tycoon  and  adviser  to  the  Yeltsin 
family.  “For  this  victory  alone 
they  should  set  up  a statue  of 
Primakov  on  Red  Square,”  says 
one  industrialist 
Yet  others  point  out  the  many 
flaws  of  Mr  Primakov's  handi- 
work, The  IMF  argues  the  gov- 
ernment has  not  yet  taken  the 
steps  needed  to  raise  more  tax 
revenue.  Indeed,  the  IMF  remains 
alarmed  by  some  of  the  govern- 


ment's tax-cutting  proposals  and 
its  tolerance  of  big  companies 
paying  their  tax  bills  with  IOUs 
rather  than  bard  cash. 

Mr  Primakov  has  ignored  seem- 
ingly well-founded  allegations  of 
corruption  within  his  govern- 
ment while  targeting  “economic 
criminals”  elsewhere.  The 
absence  of  banking  industry 
reform  has  allowed  troubled  "oli- 
garch" banks  to  sipbon  off  their 
assets  while  abandoning  their  lia- 
bilities to  their  creditors  - a prac- 
tice hard  to  distinguish  from 
theft.  A punitive  restructuring 
plan  bas  been  imposed  on  holders 
of  Russia's  frozen  domestic  debt. 

In  Washington.  Mr  Primakov 
will  be  attacked  by  the  Republi- 
can right.  As  a former  Soviet 
Middle  East  expert,  Mr  Primakov 
developed  uncomfortably  close 
relations  with  Saddam  Hussein, 
the  Iraqi  leader.  As  head  of  Rus- 
sia's espionage  service  in  the 
early  1990s,  Mr  Primakov  ran 
Aldrich  Ames,  the  spy  at  the 
heart  of  the  CIA.  In  recent  weeks, 
the  Central  Intelligence  Agency 
has  warned  the  White  House 
about  the  "authoritarian  creep" 
of  Mr  Primakov's  regime.  The 
appearance  of  Mr  Primakov’s  for- 
mer colleagues  from  the 
revamped  KGB  in  influential 
posts  has  fuelled  US  concerns 
about  Russia's  civil  rights  and 
freedom  of  speech. 

However,  Ai  Gore,  the  US  vice 
president  who  is  acting  as  Mr  Pri- 
makov's formal  host,  seems 
likely  to  play  down  these  con- 
cerns. As  he  gears  up  for  his  own 
presidential  bid  next  year,  Mr 
Gore  will  be  desperate  to  keep 
bad  news  from  Russia  off  the 
front  pages  of  US  newspapers 
and  will  doubtless  appreciate  the 
attractions  of  Mr  Primakov's 
appeal  for  stability. 

Politically,  the  most  convenient 
outcome  far  the  US  administra- 
tion would  seem  to  be  for  tbe 
IMF  to  resume  lending  to  Russia, 
perhaps  with  tough  new  condi- 
tions, such  as  making  the  loans 
back-loaded  (ie.  money  is  not 
released  until  late  in  the  day). 
Then,  Mr  Primakov  will  be  able 
to  claim  a partial  victory,  Rus- 
sia’s foreign  creditors  will  be 
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OBSERVER 


Revenge  tragedy, 
Milan  style 

Italy  might  be  amazed  by  the 
sound  and  fury  of  its  biggest 
bank  mergers  yet,  but 
underneath  It  all  there's  an  old 
fashioned  Sicilian  vendetta. 

Upstart  Gerardo  Braggiotti  is 
enjoying  the  sweet  taste  of 
revenge  over  his  former  Sicilian 
boss,  the  92-year  old  Enrico 
Cuccia,  and  Cuccia’s  “young" 

61 -year  old  protege  Vincenzo 
Maranghl. 

Barely  two  years  ago  they 
formed  the  trinity  at  the  top  of 
Mediobanca,  the  secretive  Milan 
investment  bank  that’s  been 
pulling  all  the  strings  of  Italian 
big  business  for  the  past  four 
decades. 

Braggiotti  was  forced  to  resign 
after  Cuccia  and  Maranghi 
objected  to  his  plans  to 
modernise  the  staid  institution. 

But  when  Mediobanca  decided 
to  side  with  Olivetti  fa  a 
blockbuster  bid  for  Telecom  Italia 
last  month,  the  47  year-old 
Braggiotti  popped  up  as  one  of 
the  main  advisers  of  the 
besieged  privatised 
telecommunications  group. 

Shortly  afterwards,  he  emerged 
as  the  principal  Investment 
banking  adviser  of  UniCredrto,  a - 
big  banking  group  that  launched 
a friendly  merger  bid  for  Banca 
Commercials  Italians,  scuppering 

Mediobanca’s  ambitions  to  keep 
Its  match-making  rote. 

And  if  Braggiotti’s  called  back 


to  Mediobanca  to  replace  the  old 
guard?  Maybe,  in  the  finest 
Sicilian  tradition,  his  revenge  wifi 
be  complete.  But  perhaps  he's 
set  his  sights  still  higher. 

Mauler  Mickey 

Observer  has  a hunch  that  there 
was  one  big  winner  on  Oscar 
night  - and  his  surname  is 
Mouse. 

in  the  past,  Mickey  and  Disney 
supremo  Michael  Esner  haven't 
got  on  too  well  with  Jeffrey 
Katzenberg,  a former  Disney 
studio  chief  who  broke  away 
from  the  Magic  Kingdom  five 
years  ago. 

It  was  difficult  even  when  they 
worked  together.  Bsner  once 
ordered  that  Katzenberg  be  paid 
a bonus  In  pennies  delivered  to 
the  front  door  of  his  house  - a 
gesture  Katzenberg  can't  have 
appreciated  too  much. 

- So  it  was  something  of  a 
grudge  match  when  Shakespeare 
in  Love,  produced  by  Miramax, 
Disney’s  art-house  label,  took  on 
Saving  Private  Ryan,  the  favourite 
from  DreamWorks,  the  upstart 
studio  Katzenberg  co-founded 
with  of  couple  of  pals. 

And  when  the  Bard  beat  the  Gl 
by  seven  gaudy  statuettes  to 
five,  it  can  only  have  been  music 
to  Eisner's  ears. 

Mickey  and  Michael  also 
scooped  up  another  two  Oscars 
for  the  Italian -made  Ufa  is 
Beautiful.  And  the  mouse  even 
spared  us  from  an  acceptance 


Glittering  Gerd 

First  It  was  the  fight  over  nuclear 
wasta  Then  it  was  tiffs  with  his 
colleagues.  And  now  Gerhard 
SchrPder  has  set  Germany's 
fashion  industry  complaining. 

The  German  chancellor  was 
unwise  enough  to  appear  in  a 
magazine  photo-shoot  with  an 
Italian-made  DM4,000  cashmere 
coat  on  his  ample  shoulders. 

That  made  Deutsche  haute 
couture  complain  that  his  offence 
was  as  grave  as  turning  up  for 
work  fa  a Fiat  or  a Ferrari. 

But  sartorially  speaking,  it's  not 
all  bad  news  for  toe  chancellor. 
Now  his  rival  Oskar  Lafbntaine 
has  departed  from  the  political 
scene,  it's  Schrbder  who's 
wearing  toe  trousers  in  the 
German  government 

That’s  put  the  Greens  in  toe 
government  in  a tizz  since 
LafontaJne  was  their  link  with  the 
chancellor.  They  were  also  once 
the  trend  setters  in  German 
political  fashion. 

Foreign  minister  Joschka 
Fischer  has  done  more  for  the 
waistcoat  industry  than  a 
thousand  bankers.  But  with  his 
new  taste  in  attire,  perhaps 
Schrader  is  realty  trying  to  steal 
toe  Greens’  clothes. 

Cosmopolitan 

So  what's  tire  biggest  Issue 
facing  Ikea,  toe  company  that 
sells  you  everything  from  dining 
tables  to  designer  dog  kennels? 


The  world’s  largest  furniture 
retailer  is  worried  that  its  new 
boss  might  come  from  too  far 
afield. 

The  new  chief  executive, 
Anders  Dahivtg,  has  worked  for 
Ikea  since  leaving  college  fa 
1983.  But,  unpardonably,  he 
does  not  come  from  the  Swedish 
province  of  SmaJand,  where  Ikea 
is  based.  Instead  he  comes  from 
the  neighbouring  province  of 
Skane. 

He  pleads  that  many  of  his 
relatives  come  from  toe  right  side 
of  toe  tracks.  Do  other 
multinationals  have  this  problem? 

Faking  it 

Hats  off  to  Swedish  cellular 
phone-maker  Ericsson.  Fed  up 
with  losing  business  to  dubious 
products  using  its  name,  the 
company  has  come  up  with  a 
clever  way  of  sorting  out  the 
offenders. 

With  thousands  of  information 
technology  groups  gathered  at 
the  giant  CeBit  technology  fair  in 
Hanover,  the  Swedes  decided  to 
send  in  a hit  squad. 

Undercover  Ericsson  staff  have 
been  singling  put  the  offending 
products  - toe  haul  so  far 
includes  fake  mobile  phone 
batteries,  front  panels  and  cases. 

As  well  as  sending  out  50 
warning  letters,  it's  already 
served  injunctions  against  two 
exhibitors  to  prevent  them 
showing  and  selling  counterfeit 
products.  Any  complaints?  - 
don’t  ring  Ericsson. 


appeased,  and  the  US  administra- 
tion can  defer  a tricky  debate 
about  “Who  Lost  Russia?". 

However,  no  one  pretends  that 
this  would  be  anything  other 
than  a palliative.  An  IMF  agree- 
ment may  be  vital  to  allow  Rus- 
sia to  reschedule  its  foreign  debts 
but  it  will  not  provide  much  of  a 
cash  injection  this  year.  The  IMF, 
which  is  owed  $4.6bn  by  the  Rus- 
sian government  this  year,  will 
pass  any  new  loans  from  one 
Washington  bank  account  to 
another.  The  Russians  will  still 
end  up  with  some  extra  cash, 
because  an  IMF  agreement  could 
unlock  various  loans  from  Japa- 
nese creditors  and  the  World 
Bank  which  are  now  on  bold 
because  of  the  IMF  dispute.  But 
whether  the  economy  will  benefit 
even  then  is  a moot  point:  Russia 
is  suffering  from  capital  flight,  so 
the  extra  money  could  still  end 
up  abroad. 

Above  all,  there  seems  little 
chance  of  long-term  reform,  even 
with  an  IMF  agreement.  “For  the 
past  10  years  I have  been  of  the 
view  that  foreign  money  has  only 
helped  incompetent  people  to  buy 
time  to  do  nothing."  says  Boris 
Fyodorov,  Russia's  former 
finance  minister.  “Giving  this 
government  more  money  will  not 
solve  a single  economic  problem 
in  Russia." 

Yet  perhaps  it  is  unrealistic  to 
expect  Mr  Primakov  - or  the  IMF 
- to  deliver  more,  trapped  as 
they  are  between  an  unruly  par- 
liament and  an  unpredictable 
president  in  the  run-up  to  the 
election  season  - arguably  in 
both  countries. 

Mr  Ryzhkov  argues  Russia  can 
never  become  a responsible  law- 
based  state  while  it  retains  an 
irresponsible  legislature.  The 
only  solution  is  to  change  the 
“absurd"  1993  constitution  ensur- 
ing that  the  government  is 
formed  by  parliamentary  major- 
ity, not  presidential  whim. 

But  with  typically  Russian 
fatalism,  Mr  Ryzhkov  concedes 
that  the  only  possible  solution  to 
the  country’s  ills  is  impossible  to 
achieve  - at  least  this  side  of 
next  year's  presidential  elections. 

Wallow  seems  set  to  continue. 


100  years  ago 

American  Cycles  in  Germany 
An  United  States  Consular 
Report  for  March  gives  an 
account  of  an  ingenious  plan 
on  the  part  of  German  cycle 
manufacturers  to  kill  the 
American  cycle  trade  fa  that 
country.  The  members  of  toe 
German  Bicycle 
Manufacturers'  Association 
had  decided  to  refuse,  after  a 
certain  day  in  December  last, 
all  credit  to  any  dealer  who 
handles,  as  part  of  his 
stock-in-trade,  a bicycle  of 
American  origin.  German 
manufacturers  had  hitherto 
been  accustomed  to  give 
retailers  as  much  as  four 
months'  credit 

50  years  ago 

Indian  Freight  War 
The  freight  war  between  a 
seceding  Dutch  line _£nd  the 
ten  remaining  companies 
forming  the  Karmahom  Indian 
Shipping  Conference  has  been 
carried  a stage  further.  Having 
initiated  each  downward  move 
fa  cargo  rates,  toe  Dutch  line 
was  left  behind  on  Monday 
when  the  conference  cut 
reached  B0  per  cent- against  _ 
toe  Dutch  75  per  cent 
Yesterday  toe  Dutch  stashed  ' 
their  rate  to  80  per  cent  and 
were  again  left  behind  by  toe 
conference  reply  in  toe  shape 
of  a 10  per  cent  deferred 
rebate. 
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CLINTON  SAYS  PLANS  TO  BOMB  YUGOSLAVIA  MUST  CONTINUE  TO  MOVE  FORWARD 


THE  LEX  COLUMN 


Cable  casino 


Id  the  $60 bn  merger  of  Comcast  and 
MediaOne  the  numbers  may  be  staggering 
but  the  concept  is  simple-  Splicing 
together  the  fourth-  and  third-largest  US 
cable  companies  will  create  a huge  broad- 
band network  reaching  nearly  20m  homes. 
This  platform  can  be  used  to  sell  consum- 
ers a panoply  of  services,  from  television 
and  digital  videos  to  telephony  and  inter- 
net access. 

Granted,  there  is  a hit  more  to  it.  The 
two  look  a good  match.  Comcast,  con- 
trolled by  the  father-and-son  team  of 
Ralph  and  Brian  Roberts,  is  probably  the 
smartest  of  the  US  cable  operators.  It 
should  be  able  to  raise  margins  at  the 
more  sluggish  MediaOne,  which  was  only 
recently  spun  off  from  a Baby  Bell  phone 
company.  Comcast  may  also  sell  some  of 
MediaOne's  juicy  overseas  assets,  includ- 
ing stakes  in  One-2-One  and  Tele  West  of 
the  UK.  But  there  were  no  hard  numbers 
yesterday  to  justify  the  whopping  S11.7bn 
(32  per  cent)  premium  for  MediaOne  hold- 
ers - though  Comcast  is.  of  course,  paying 
in  Its  own  high-flying  stock. 

The  bigger,  long-term  worry  is  whether 
consumers  will  want  all  those  wonderful 
value-added  services  delivered  via  their 
cable  connection  or  their  phone  line.  The 
cable  companies,  now  including  AT&T, 
are  betting  billions  one  way  and  the  Baby 
Bells  and  America  Online  billions  the 
other.  As  the  size  of  this  deal  shows. 
Investors  are  fuelling  the  valuations  of  all 
concerned.  But  not  everyone  can  end  up 
winning- 


Vivendi 


ISO 


preferred  French  suitor  - Pinault-Prin- 
temps-Redoute.  LVMH  has  drawn  atten- 
tion to  the  irrevocable  nature  of  that  deal 
by  cutting  its  offer  to  $81  - averaging  out 
its  original  offer  and  PPR's  purchase  price 
of  $75.  Like  Mr  Arnault  other  minority 
shareholders  are  experiencing  the  disad- 
vantages of  investing  in  a jurisdiction 
that  puts  too  few  checks  on  management 
As  for  PPR,  LVMH’s  offer  could  give  it 
an  instant  profit  of  more  than  $230m.  But 
its  strategy  of  creating  a luxury  goods 
division,  led  by  Gucci,  remains  perfectly 
plausible.  The  least  desirable  outcome  is 
that  PPR  sticks  with  40  per  cent  and 
LVMFTs  offer  fails,  leaving  it  with  just 
over  20  per  cent.  It  is  time  for  the  supervi- 
sory board  to  push  for  a dear  winner. 


industry  for  such  deals  of  around  eight 
times  earnings  before  interest,  tax  and 
depreciation  (ebitda),  Vivendi  is  offering 
more  than  11  times.  But  factoring  In  syn- 
ergies between  USFilter  and  Vivendi's 
own  operations  takes  the  multiple  down 
to  around  nine  times,  which  does  not 
seem  unduly  rich  given  the  new  entity's 
market  position. 

As  its  35  per  cent  outperformance  of  the 
French  market  this  year  shows,  Jean 
Marie  Messier,  Vivendi's  chairman,  is 
making  refocusing  the  sprawling  con- 
glomerate look  easy.  Now  down  to  two 
main  core  areas,  environmental  services 
and  medlajcommunications.  its  transfor- 
mation from  industrial  group  to  fast- 
growing service  provider  is  well  under 
way.  Germany’s  Veba  and  VI ag  could  cer- 
tainly learn  a lesson  or  two. 


Dixons/Freeserve 


Gucci 


Vivendi 


This  was  the  right  moment  for  the 
Dutch  court  to  restrain  Gucci's  anti-take- 
over tactics.  Before  LVMH  made  a full  bid 
for  the  Italian  fashion  house,  Gucci's  eye- 
brow-raising use  of  Amsterdam's  lax  rules 
on  share  issues  had  achieved  two  worth- 
while goals.  It  had  blocked  creeping  con- 
trol by  LVMH  and  provoked  the  foil  bid. 
Now  that  S8bn  offer  - for  a company  with 
about  $3bn  in  cash  - must  be  considered 
despite  the  Gucci  management's  anti- 
pathy to  Bernard  Arnault's  group. 

But  shareholders  who  broke  out  the 
champagne  on  Friday  at  the  prospect  of 
$85  a share  - 2 Vi  times  last  year’s  low  - 
still  have  reason  to  feel  a little  queasy. 
That  offer  was  for  Gucci  before  the  dilu- 
tion of  a 40  per  cent  stake  bestowed  on  its 


The  US  is  an  emerging  market,  at  least 
when  it  comes  to  water  services.  This 
assessment  underpins  Vivendi’s  acquisi- 
tion of  water  treatment  company 
USFilter.  About  the  same  size  as  its  10 
nearest  competitors  combined.  California- 
based  USFilter  will  catapult  Vivendi  into 
a dominant  position  in  a highly  frag- 
mented but  huge  market  Reducing  Viven- 
di's dependence  on  Europe  makes  sense. 
And  given  the  high  proportion  of  US 
water  services  still  in  public  hands.  Viv- 
endi wifi  be  well  placed  to  exploit  a wave 
of  privatisation  opportunities. 

This  opportunity  has  not  come  cheap. 
Corporate  activity  has  already  heated  up 
the  market  for  prime  North  American 
water  assets.  Against  an  average  in  the 


How  high  can  Dixons  go?  The  UK  elec- 
trical retailers'  Shares  have  more  than 
doubled  since  last  autumn,  fuelled  by  the 
excitement  surrounding  its  Freese rve 
internet  service.  Yesterday  they  climbed 
another  5 per  cent.  With  some  valuations 
of  Freeserve  wreatuting  that  of  Dixons’  tra- 
ditional bricks  and  mortar  retailing  busi- 
ness. a demerger  or  flotation  deserves 
urgent  consideration. 

But  is  Freeserve  really  worth  anywhere 
near  these  values?  It  is  hard  to  see  how. 
That  is  not  to  say  it  is  not  performing 
well  Freeserve  is  piling  on  subscribers. 
With  about  1.5m,  it  is  now  the  UK's  mar- 
ket leader.  This  is  reflected  in  its  ability 
to  attract  advertising  revenues.  Last  year, 
total  UK  advertising  expenditure  on  the 
net  was  just  £18m.  Freeserve  recently 
attracted  a three  year  deal  from  Bertels- 
mann worth  £10m. 

Given  this,  analysts  are  increasingly 
comparing  Freeserve  to  Yahoo!,  the  lead- 
ing US  portal  This  trades  on  a racy  167 
times  sales.  Applying  Yahoo’s  sales  multi- 
ple to  Free  serve’s  estimated  2001  sales 
gives  a value  of  ££5bn.  Discounted  back 
at  15  per  cent,  this  represents  a present 
value  of  around  £l£bn  - or  450p  a share. 
Putting  the  retailing  side's  41p  of  forecast 
earnings  on  a market  multiple  gives  a 
value  of  930p  a share.  This  would  imply 
Dixons  Is  worth  around  £13.80  a share, 
suggesting  a demerger  would  release  no 
value  with  the  shares  now  at  £14.11. 
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FT  WEATHER  GUIDE 


Europe  today 

Northern  Scandinavia  will  have 
snow  and  the  south  will  have 
showers  and  sunny  spells.  Rain 
over  the  Low  Countries  will  spread 
Into  Germany.  Switzerland  and 
Austria  will  remain  showery  and 
doudy.  Much  of  western  Europe 
will  be  dry  and  sunny.  Southern 
parts  of  Spain  and  Portugal  win 
have  the  best  of  the  sunshine. 
Northern  Italy  should  be  dry  but 
the  south  will  have  frequent  show- 
ers or  thunder.  Much  of  Greece  wiH 
have  showers.  Crete  and  Cyprus 
will  stay  dry  and  should  have  some 
sunshine. 

five-day  forecast 

Northern  Europe  will  slay  unsettled 
with  rain  and  snow.  Germany  wiR 
become  drier  before  rain  arrives  on 
Prlday.  Showers  tomorrow  in 
southern  Iberia  will  gradually  move 
erto  the  eastern  Mediterranean 
white  rain  over  Greece  tomorrow 
will  move  into  Turkey. 
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Situation  at  midday.  Temperatures  maximum  for  day.  Forecasts  by  TA  WEATHERCENTRE 
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Nato  issues  ultimatum  on 
Kosovo  to  defiant  Serbs 


By  Guy  Djranore  in  Belgrade, 
Gerard  Baker  in  Washington 
end  Pfdffp  Stephens  to  London 


US  President  Bill  Clinton,  said 
yesterday  that  Nato  plans  to  bomb 
Yugoslavia  “must  continue  to  move 
forward”  unless  hjs  special  envoy 
Richard  Holbrooke  succeeded  In  get- 
ting President  Slobodan  Milosevic  to 
rein  in  Ms  forces  In  Kosovo  and 
accept  a peace  deal. 

In  talks  last  night  in  Belgrade,  Mr 
Holbrooke  delivered  an  ultimatum  to 
the  Yugoslav  president  to  accept  a 
proposed  peace  agreement  for  Kos- 
ovo or  face  Nato  air  strikes,  which 
diplomats  said  could  start  as  early 
as  tomorrow. 

Hardline  statements  by  Belgrade 
Indicated  a willingness  to  keep 
talking  but  a readiness  to  go  to  war 
if  attacked. 

Three  international  mediators, 
representing  the  US,  Russia  and  the 
European  Union,  met  Mr  Milosevic 
earlier  and  reported  the  Yugoslav 
leader  still  rejected  the  power-shar- 
ing deal  on  Kosovo  that  ethnic  Alba- 
nian negotiators  have  signed.  State 


television  reported  that  Mr  Milosevic 
bad  written  to  the  British  and 
French  foreign  ministers,  telling 
them  they  should  be  ashamed  of 
themselves  for  threatening  a small 
country  with  bombing.  Belgrade  was 
ready  for  negotiations  but  not  an 
imposed  solution,  the  letter  said. 

The  timing  of  air  strikes  is  compli- 
cated by  a four-day  visit  to  Washing- 
ton starting  today  by  Yevgeny  Pri- 
makov, Russia's  prime  minister,  who 
Is  opposed  to  Nato  Intervention.  Hie 
White  House  said  the  visit  would  not 
affect  US  action  over  Kosovo. 

At  the  same  time  President  Clin- 
ton rant!*  under  conflicting  pressures 
from  Congress.  Some,  mostly  fellow 
Democrats,  want  quick  action  fol- 
lowing months  of  threats  while  a 
number  of  Republicans  complain  air 
strikes  would  lack  clear  military  and 
political  goals. 

“We  are  an  the  brink  of  military 
action  - it  is  not  too  late  to  avoid  it 
but  the  window  is  narrowing.''  Mr 
Holbrooke  warned  when  be  stopped 
in  Brussels  to  meet  Javier  Sol  ana. 
Nato  secretary-general,  and  Nato 
commanders  before  flying  to  Bel- 


grade- He  said  he  bad  “no  great’ 
Expectations”  of  success. 

Tbe  Yugoslav  republic  is  on  a war 
footing  with  a mass  mobilisation  of 
reservists.  Doctors  were  refused  per- 
mission to  leave  the  country. 
“Bombs  will  kill  any  negotiations." 
Zivadin  Jovanovic,  the  Yugoslav  for- 
eign  minister,  told  CNN  teieviswn. 

Serbian  security  forces,  mean- 
while, pressed  ahead  with  a 
scorched-earth  offensive  in  northern 
Kosovo  against  ethnic  Albanian  reb- 
els of  the  Kosovo  Liberation  Army 
(KLA).  Villages  were  burning  as  - 
thousands  of  civilians  fled.  Sbortmg 
erupted  in  the  suburbs  of  tbe  capital  A 
Pristina.  Armed  Serb  civilians  were™ 
patrolling  the  streets. 

The  Yugoslav  army  said  it  was 
ready  to  return  to  barracks  if  tbe 
KiA  “terrorists"  baited  their  provo- 
cations and  Nato  withdrew  its 
threats. 

Diplomats  said  neither  Mr  Hol- 
brooke nor  Mr  Milosevic  had  much 
room  for  manoeuvre  but  Nato  might . 
stay  its  hand  if  Belgrade  committed 
itself  to  a ceasefire  and  serious  nego- 
tiations on  a 
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British  bank  losses  of  $12bri 
blamed  on  economic  turmoil 


' .v* 


.r: 


By  Richard  Adams,  Economics  Staff 


The  near  collapse  of  Long-Term 
Capital  Management,  the  US  hedge 
fund,  and  the  Russian  government's 
debt  default  last  year  contributed  to 
UK-based  banks  suffering  trading 
losses  of  £7.5tm  <SlZ2bn),  official  fig- 
ures revealed  yesterday. 

The  losses  were  the  result  of  dis- 
turbed trading  conditions  in  the  sec- 
ond half  of  last  year,  according  to 
Britain's  Office  for  National  Statis- 
tics. 

The  figures,  from  the  UK’s  balance 
of  payments  data,  showed  the  banks 
- both  domestic  and  foreign-owned 
banks  based  in  the  UK  - incurred 
deficits  of  more  than  £1.5bn  in  earn- 
ings from  Interest  rate  derivatives 
transactions  alone  in  the  fourth 
quarter  of  1996. 

The  banks  had  recorded  a similar 
£1.5bn  deficit  in  the  third  quarter, 
but  the  ONS,  the  UK’s  government 
official  statisticians,  said:  “Tbe  dif- 
ference between  tbe  fourth  quarter 


and  the  third  quarter  is  that  it  is 
now  more  widespread  than  before 
and  leaking  into  domestic  banks.” 

Interest  rate  swaps  involves 
switching  an  asset  with  a floating 
interest  rate  for  one  with  a fixed 
interest  rate. 

Tbe  market  turbulence,  and  sharp 
cuts  in  official  interest  rates  in  the 
US  and  the  UK.  are  likely  to  have 
contributed  to  the  losses,  tbe  ONS 
said. 

The  UK  usually  shows  an  annual 
surplus  on  interest  rate  swaps  trans- 
actions in  its  balance  of  payments. 
But  after  the  unprecedented  losses 
in  the  second  ball,  the  sector 
recorded  its  first  annual  deficit  in 
1998,  of  £3bn. 

Tbe  banks  and  securities  dealers 
also  had  net  trading  losses  of  nearly 
£2bn  in  the  fourth  quarter;  according 
to  the  official  figures. 

That  followed  combined  third 
quarter  trading  deficits  of  £2.6bn, 
which  the  ONS  also  ascribed  to  mar- 
ket upheavals. 


“UK  branches  of  foreign-owned 
hanks  continued  to  be  affected-  by 
adverse  conditions  in  emerging  mar- 
kets and  exposure  to  Long  Term 
Capital  Management,”  the  ONS  said. 

Oirh-l/la  fhd  hsnlnnir  aWnr  fhjy  ITT 


Outside  the  banking  sector,  tbe  UK 
current  account  figures  contained 
some  good  news. 

The  overall  balance  of  payments 
showed  a surplus  on  the  current 
account  of  £L5bn.  That  was  a fell  of 
£4.Sbn  compared  with  1997  surplus, 
but  is  tbe  first  time  the  UK  has 
enjoyed  two  consecutive  annual 
surpluses  for  13  years. 

The  deficit  In  trade  on  goods  was 
less  rosy,  as  tbe  trade  gap  widened 
to  £20.6bn  for  the  year  - the  worst 
since  1969.  The  ONS  said  the  UK’s 
net  trade  deficit  cut  OS  percentage 
points  off  its  growth  last  year. 

Its  latest  output  estimate  revised 
down  UK  growth  from  0.2  per  cent  to 
0.1  per  cent  in  the  fourth  quarter, 
the  slowest  rate  since  1992. 


Bank  boss's  £1.6tn  pay-off,  Rage  21 
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Deutsche  Bank's  strength,  commitment  and 
specialist  expertise  delivered  from  a global 
platform  create  solutions.  Our  proven  strength 
in  derivatives  across  a full  spectrum  of 
products  can  enable  clients  to  manage  risk 
more  effectively  or  structure  investments  to 
meet  their  requirements. 
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Choice  for  Derivatives 


Risk  magazina  poll  of  Corporate!  Treasurers 
1997  and  1998 


Our  ability  to  deliver  consistently  with 
excellence  has  been  independently 
recognised.  IFR's  Derivatives  House  of  the 
Year  award  and  consecutive  No.l  rankings 
from  Risk  magazine's  annual  poll  of  corporate 
treasurers  are  proof  of  our  success  in  helping 
clients  achieve  their  investment  and  risk 
management  objectives. 

Now  is  the  time  to  let  our  strengths  deliver 
solutions  for  you. 


For  further  information  please  call 
Deutsche  Bank  Global  Markets: 


+44  171  545  2539 
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3Com  under  pressure  to  restructure 

After  a profits  warning  earlier  this  month  and  a 
aharepricB  that  has  fallen  about  70  per  cent 
over  the  past  two  years,  3Com  Is  under  pres- 
sure to  restructure  - but  there  are  no  obvious 
solutions  for  the  sprawling  networking  group 
with  Its  diverse  product  range.  Page  26 

Liffe  contract  fails  to  woo  investors 

A 10-year  swap  future  launched  by  the  London 
International  Financial  Futures  and  Options 
Exchange  has  failed  to  win  back  business  lost 
when  Liffe' s 10-year  German  bond  future 
moved  to  Frankfurt.  Capital  Markets,  Page  32 

SGS  operating  profits  fall  44% 

Operating  profits  of  Socfete  Generate  de  Sur- 
veillance, the  world's  biggest  Inspection  and 
testing  company,  fell  44  per  cent  in  1998.  Reve- 
nues were  roughly  unchanged  but  operating 
margins  remained  nearly  halved.  Page  28 

L Pakistan  hit  by  cotton  crop  failure 

Pakistan’s  cotton  Industry  faces  its  fourth  crop 
failure  In  five  years,  casting  a shadow  over  the 
country's  economic  prospects  and  Its  ability  to 
repay  a recent  loan  package  from  the  Interna- 
tional Monetary  Fund.  Commodities,  Page  34 

Alliance  concerns  hit  Nissan  shares 

Nissan  shares  have 
fluctuated  In  the  10 
days  since  talks  with 
DaimlerChrysler  over 
an  equity  tie-up  fell 
through,  felling  9.3  per 
cent  during  the  days 
since  Renault  made  a 
bid  to  buy  35  per  cent 
of  the  group.  Concerns 
about  the  difficulties  In 
an  alliance  with  the 
French  carmaker  have 
spread,  and  Yoshifuml  Tsuji.  Nissan  chairman, 
(pictured]  has  said  that  he  will  resign  if  Nissan 
agrees  a capital  alliance  with  Renault  Page  24 

Vivendi  is  to  consider  US  listing 

Vivendi,  the  French  communications  and  utilities 
& group,  has  said  it  will  consider  seeking  a US 
" listing  In  three  to  five  years  time,  and  will  not 
rule  out  any  option,  including  offering  shares  in 
a separate  water  business.  US  investors  hold  12 
per  cent  of  the  company's  shares.  Page  22, 

Jo’btirg  stocks  defy  gold  tumble 

Fears  that  the  International  Monetary  Fund  Is  to 
sell  some  of  Its  gold  reserves  have  sent  gold 
shares  tumbling  in  Johannesburg.  But  interest 
rate  cuts  and  expectations  of  further  monetary 
easing,  have  driven  the  all  share  Index  up  22 
per  cent.  Emerging  Market  Focus,  Page  44 

Australian  coal  prices  set  to  fall 

Australian  coal  prices  are  expected  to  fell  over 
the  next  five  years,  and  Increasing  volumes  of 
coal  will  be  traded  on  the  spot  market  accord-  | 
irtg  to  the  Australian  government's  commodities 
forecasting  agency.  Commodities,  Page  34  1 


Commerzbank  to  raise  $2.6bn 
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By  Tony  Barber  In  Frankfurt 

Commerzbank  plans  to  raise 
more  than  €2.4bn  fS2.6bn)  in 
preparation  for  possible  acqui- 
sitions In  Europe's  rapidly  con- 
solidating banking  sector. 

Germany's  Fourth  largest 
commercial  bank,  sometimes 
Identified  by  Industry  analysts 
as  a takeover  target  itself,  said 
it  was  interested  in  acquiring  a 
stake  In  Credit  Lyonnais,  the 
French  bank  that  is  to  be  pri- 
vatised later  this  year. 

Commerzbank  sources  said 
the  bank  would  consider  buy- 
ing a stake  of  between  1 and  7 
per  cent  In  Credit  Lyonnais, 
depending  on  the  terms  Bet  by 
the  French  government  for  the 
share  offering  this  year.  They 
said  Commerzbank's  strong 
capita]  base  meant  it  could 


AT&T 
launches 
a record 
$7bn  bond 
offering 

By  Edward  Luce, 

Capital  Markets  Editor 


German  banking  group  eyes  stake  in  Credit  Lyonnais 


AT&T,  the  US  telecoms 
company,  yesterday  broke  new 
ground  with  the  largest  bond 
offering  ever  in  a $7bn  issue. 
The  offering  was  increased 
from  a planned  $6bn  owing  to 
the  strength  ' of  Investor 
demand. 

The  sheer  size  of  the  bond, 
beating  the  previous  largest 
offering  of  $6.lbn  issued  last 
year  by  WorldCom,  the  US 
telecoms  company,  has  per- 
suaded other  borrowers  to 
steer  dear  of  the  US  corporate 
bond  market  in  the  past  few 
weeks. 

“Investors  have  been  hold- 
ing their  fire  while  they  waited 
for  AT&T  to  come  to  the  mar- 
ket.” said  one  official  in  New 
York.  “Even  the  US  Treasury 
market  has  been  subdued  over 
this." 

Proceeds  from  the  offering 
will  be  used  to  refinance 
short-term  debt  issued  by 
AT&T  in  its  $55bn  takeover  of 
TCI  last  year. 

The  bond,  which  was  lead 
managed  by  Merrill  Lynch  and 
Salomon  Smith  Barney,  was 
split  into  five,  ID  and  30-year 
tranches.  “This  will  become  a 
standard  benchmark  for  all 
bond  market  indices,"  said  one 
investor. 

The  offering  Is  the  latest  in  a 
series  of  "Jumbo"  bonds  by  US 
and  European  telecoms  compa- 
nies. Apart  from  WorldCom, 
which  issued  its  bond  to 
finance  its  takeover  of  MCI, 
Sprint,  another  US  telecoms 
company,  also  issued  a bond  of 
more  than  Sfibn  last  year. 

"The  market  seems  to  have 
limitless  appetite  for  telecom 
debt,"  said  one  banker.  “But 
the  risks  are  limited  by  the 
feet  that  this  is  driven  by  con- 
solidation rather  than  by 
over-expansion  in  the  telecoms 
sector 

In  Europe,  Olivetti,  the  Ital- 
ian telecoms  company,  last 
week  said  it  would  break  all 
records  with  a $15tan  floating 
rate  bond  if  it  succeeded  in  its 
$5$bn  bid  for  Telecom  Italia.  I 

Likewise,  Vodafone,  the  UK 
mobile  phone  company,  is 
planning  to  refinance  a large 
chunk  of  its  recently  launched 
$13bn  syndicated  loan  used  to 
finance  its  takeover  of  Air- 
Touch,  the  US  telecoms  com- 
pany. 

Volumes  in  the  US  corporate 
bond  markets  have  been  lack- 
lustre in  the  past  three  weeks 
with  several  companies, 
including  Sony,  delaying 
planned  bond  issues  In 
advance  of  the  AT&T  offering. 
In  addition,  the  US  market  has 
been  quiet  In  light  of  recent 
weakness  in  the  US  Treasury 
bond  market  owing  to  periodic 
concerns  about  US  inflation. 

In  contrast,  the  European 
corporate  bond  market  has 
never  been  more  active,  with  a 
number  of  companies  Issuing 
debut  bonds  to  take  advantage 
of  the  launch  of  the  single  cur- 
rency. Even  US  companies, 
such  as  Ford,  and  Philip  Mor- 
ris, have  launched  or  are  plan- 
ning to  launch  bonds  denomi- 
nated in  euros.  Yesterday 
British  American  Tobacco 
launched  its  second  euro- 
denormnated  bond  in  a €lbn 
(B1.09bn)  offering. 

AT&T,  which  lB  expected  to 
price  the  band  offering  today 
or  tomorrow,  said  it  would  be 
split  into  tranches  of  tLTShn 
for  the  five-year  portion. 
$2.6bn  for  the  10-year  and 
$2.7bn  for  the  30-year  bond. 


afford  to  acquire  a stake  for 
cash,  but  Indicated  that  the 
bank  would  not  move  unless 
Credit  Lyonnais  agreed  to  a 
cooperation  arrangement  with 
it. 

German  bankers  say  tbat 
French  sensitivities  about  the 
potential  role  of  foreign  hanks 
in  France  are  so  acute  that 
co-operation  agreements  - 
rather  than  outright  acquisi- 
tions or  mergers  - seem  a 
more  practical  way  for  Ger- 
man banks  to  gain  a foothold 
in  France. 

Martin  K oh  lb  a us  sen,  Com- 
merzbank chairman,  has  crit- 
icised the  hostile  bid  by 
Banque  Nationale  de  Eteris  for 
Societe  GfinGrale  and  Paribas, 


saying  it  appeared  to  be  moti- 
vated largely  by  a French 
desire  to  be  home  to  the 
world’s  largest  bank. 

Commerzbank  also  outlined 
a proposal  to  buy  back  up  to 
10  per  cent  of  Us  shares.  Inves- 
tors welcomed  Commerzbank's 
plans,  pushing  up  Its  share 
price  by  1 per  cent  to  €28.35  as 
the  FrankfUrt  stock  market  fell 
1.5  per  cent  yesterday. 

Commerzbank  detailed  Its 
plans  less  than  a week  after 
Deutsche  Bank,  Germany's 
largest  bank,  announced  a 
€3bn  capital  Increase  intended 
to  back  its  proposed  purchase 
of  Bankers  Trust  of  the  US  and 
pave  the  way  for  expansion  In 
the  euro-zona 


Deutsche,  Commerzbank  and 
Dresdner,  the  third  big 
Frankfurt-based  bank,  are 
determined  to  play  their  part 
In  reshaping  the  banking  land- 
scape of  Europe.  The  euro's 
Introduction  in  January  has 
prompted  a simultaneous  push 
for  consolidation  in  France, 
Italy  and  Spain  and  has 
opened  up  opportunities  for 
German  banks. 

In  a statement  issued  after  a 
meeting  of  its  supervisory 
board,  Commerzbank  said  its 
new  capital-raising  measures 
would  “give  the  bank  the  nec- 
essary flexibility  to  adjust  hs 
equity  capital  to  business 
requirements,  as  well  as 
enabling  it  to  take  advantage 


of  market  opportunities. 
Including  acquisitions  in  the 
financial  sector”. 

Commerzbank  is  seeking 
shareholder  approval  to  issue 
convertible  bonds,  bonds  with 
warrants  and  profit-sharing 
certificates  totalling  up  to 
€2 bn.  It  also  wants  to  create 
€436m  in  newly  authorised 
capital,  partly  to  replace  expir- 
ing or  already  used  capital,  for 
Issuing  shares  against  contri- 
butions In  cash  or  in  kind. 

Ttae  share  buyback  would 
take  place  within  the  next  18 
months  and  could  be  used  to 
reward  shareholders  by  reduc- 
ing the  bank’s  equity,  Com- 
merzbank said.  Other  possibili- 
ties include  reselling  the 
shares  in  the  market  or  re- 
offering them  to  all  sharehold- 
ers, It  said. 


BANCA  Di  ROMA  AND  BANCA  COMMERCIALE  ITALIAN  A SHARES  CLIMB  ON  TIE-UP  EXPECTATIONS 


Italian  banks  set  to  back  mergers 


By  Pam  Betts  In  HUim 


Banca  di  Roma  Indicated 
yesterday  it  was  likely  to 
approve  a tie-up  with  San 
fteolo-IMI,  Italy's  largest  bank- 
ing group,  to  create  a business 
worth  about  €29.2bn  ($32.1bn). 

But  Banca  CammercLale  Ital- 
ians. appeared  to  be  hesitating 
before  responding  to  UniCre- 
dito  ltallano's  offer  to  combine 
the  groups  Into  a new  enlarged 

hank  called  Euroban ca. 

The  two  bids,  announced  on 
Sunday,  were  hailed  by  politi- 
cians and  businessmen  as  a 
sign  tbat  Italy  was  finally 
adapting  its  financial  system 
to  global  market  forces  and  the 
European  single  market. 

The  shares  of  Banca  di  Roma 
and  BCI  yesterday  rose 
sharply  in  Milan  while  those  of 
the  bidders,  San  Paolo-IMI  and 
UniCredito,  fell  equally 
sharply.  Analysts  said  this 
showed  the  market  expected 
the  two  mergers  to  go  ahead. 

Banca  di  Roma  shares 
surged  751  per  cent  while  BCI 
shares  rose  4.86  per  cent  In 
contrast,  UniCredito  and  San 
Paolo-IMI  shares  both  fell 
about  5 per  cent 

Alessandro  Profumo  and 
Ludo  RondeDi,  the  chief  exec- 
utive and  president  of  Uni- 
Credito. unveiled  the  bank's 
bid  for  BCI  at  meetings  In 
Milan  yesterday.  It  is  offering 
to  exchange  8 of  its  shares  for 
5 BCI  shares  to  create  a busi- 
ness capitalised  at  about 
€38.1bn. 

San  Paolo-IMI  is  offering  2 of 
its  shares  for  IB  Banca  di 
Roma  shares.  Both  UniCredito 
and  San  Paolo-IMI  yesterday 
described  their  offers  as 


UnlCredttote  CEO  Alessandro  Profumo,  left,  and  president  Ludo  Ronddll  in  Mflon  yesterday 


"friendly'’.  They  have  been 
under  pressure  from  the  Bank 
of  Italy,  the  central  bank,  to 
avoid  launching  hostile  bids. 

Milan  bankers  said  they 
expected  both  mergers  to  go 
ahead,  although  they 
suggested  the  decision  was 
likely  to  be  more  difficult  for 
BCI.  The  Milan  bank’s  ties 
with  Mediobanca,  the  invest- 
ment bank  that  had  unsuccess- 
fully sought  to  combine  BCI 


with  Banca  di  Roma,  as  well  as 
Asslcurazloni  Generali,  Italy's 
largest  insurer,  and  Commerz- 
bank of  Germany,  were 
regarded  as  possible  obstacles. 

However,  other  lerge  BCI 
shareholders,  such  as  Deut- 
sche Bank,  have  Indicated  they 
favoured  a merger. 

Banca  di  Roma  said  its 
board  would  meet  tomorrow  to 
consider  San  Paolo-IMTs  offer. 

ABN  Amro,  the  Dutch  bank- 


ing group  that  recently 
acquired  a 8.76  per  cent  stake 
tn  the  Rome  bank,  yesterday 
said  it  viewed  the  proposal 
“with  Interest". 

Toro,  the  insurance  com- 
pany controlled  by  the  Fiat 
automotive  group  with  an  8.55 
per  cent  stake  in  the  bank, 
said  it  also  favoured  the 
merger. 
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candover 

Former 
Barclays 
chief  paid 
settlement 
of  $2.6m 

By  George  Graham, 

Banking  Editor 

Martin  Taylor,  whose  abrupt 
resignation  as  chief  executive 
of  Barclays  last  year  left  it  in 
turmoil,  has  been  paid  £1.59m 
($2. 59m)  by  the  UK  bank  as 
part  of  a settlement. 

The  payment,  based  on  Mr 
Taylor's  contract  for  1999.  was 
revealed  yesterday  in  the 
hank's  annual  report.  Just  days 
before  the  arrival  of  Michael 
O'Neill,  the  former  Bank  of 
America  official  it  has 
recruited  as  its  new  chief  exec- 
utive. 

Mr  Taylor  was  paid  £957,000 
last  year.  Including  a £369.000 
cash  bonus.  He  will  also  keep 
his  previously  awarded  shares 
and  options,  worth  an  esti- 
mated £3.2m,  provided  he  com- 
plies with  his  agreement  with 
Barclays. 

A total  or  £15.2m  was  paid  to 
Barclays’  directors  and  officers 
last  year,  In  spite  of  a dismal 
year  in  which  operating  profits 
on  ongoing  businesses  fell  20 
per  cent  to  £1.99bn. 

Mr  O'Neill  will  be  paid  £l-7m 
in  salary  and  bonus,  but  will 
also  receive  ££m  of  Barclays 
shares  - matching  his  own 
£5m  investment  - on  condition 
that  he  stays  with  the  UK 
bank  for  three  years. 

Sir  Peter  Middleton,  who  has 
been  acting  chief  executive 
and  will  take  over  from 
Andrew  Buxton  as  chairman 
next  month,  promised  a cost 
freeze  that  would  begin  with 
boardroom  expenses. 

At  National  Westminster 
Bank,  executive  directors'  pay 
jumped  39  per  cent  last  year  to 
a combined  £3.99m. 

Lard  Alexander,  chairman, 
and  Derek  Wanless,  chief  exec- 
utive, who  both  asked  not  to 
be  considered  for  bonuses  after 
Nat  West's  poor  performance  in 
1997,  received  bonuses  of 
£250,000  and  £350,000  respec- 
tively. 

Both  Lord  Alexander  and  Mr 
Wanless  also  exercised  share 
options  since  the  bank 
reported  its  annual  results  last 
month,  immediately  selling 
most  of  the  resulting  shares. 

So  too  have  Martin  Gray, 
executive  director  in  charge  of 
NatWest's  retail  and  commer- 
cial businesses,  and  Bernard 
Horn,  executive  director, 
group  operations. 

The  four  directors  together 
sold  282.000  sbares.  taking 
profits  of  £2.4m. 


Gucci  to  look 
at  LVMH  offer 
of  $81  a share 


All  of  these  Securities  having  been  sold,  this  announcement  appears  as  a 
matter  of  record  only. 


New  Issue 


February  IS,  1999 


By  AHca  RMfgttarn 

Gucci,  the  embattled  Italian 
fashion  company,  is  to  enter 
discussions  with  LVMH  over 
an  tSl-a-ahare  cash  offer  from 
the  French  luxury  goods  group 
that  values  Gucd  at  $SbtL 

LVMH,  which  paid  S1.4tm 
this  year  to  secretly  amass  a 
84.4  per  cent  stake  in  Gucd. 
tabled  its  881  offer  on  Sunday 
night.  The  bid  followed  an  Ini- 
tial offer  of  $85  a share,  forced 
from  LVMH  on  Friday  by  the 
news  that  Gucci  had  negoti- 
ated a deal  for  Plnault- 
Printemps-Redoute  (PPR),  the 
French  retail  group,  to  acquire 
a 40  per  cent  holding  for 

The  new  bid  includes  the 
shares  issued  to  PPR,  which  is 
controlled  by  Francois  Flnauh, 
a former  ally  of  Bernard 
Arnault,  LVMH’s  chairman, 
which  were  excluded  from  last 
week's  offer. 

Gucci's  shares  soared  by 
€6.70,  or  10  per  cent,  to  €73.30 
In  Amsterdam  yesterday  after 
the  board  announced  it  had 
received  LVMH’s  second  offer 
and  would  give  it  “serious  con- 
sideration". 

After  the  stock  market 
closed,  a Dutch  court  ruled 
that  Gucci  must  consider  the 
S81  offer.  It  also  insisted  that 
this  should  be  done  by  Gucci's 
original  board,  without  the 
additional  nominee  directors 
PFR  was  entitled  to  appoint 
under  the  terms  of  Friday's 


The  court,  which  was  consid- 
ering a case  initiated  by 
LVMH,  agreed  to  unfreeze ‘the 
voting  lights  on  the  French 
group's  existing  20m  Gucci, 


shares,  which  had  been 
suspended  by  a previous  rul- 
ing. The  votes  on  the  equiva- 
lent number  of  shares  issued 
by  Gucci  to  employees  last 
month  will  remain  frozen. 

The  court  rejected  LVMH’s 
claim  that  an  independent 
administrator  be  appointed  to 
run  Gucci  and  to  conduct 
negotiations  over  its  offer.  It 
also  dismissed  a request  tbat 
the  PPR  deal  be  minified. 

Instead,  PPR  will  be  free  to 
decide  whether  to  accept 
LVMH’s  $81  offer.  LVMH’s 
offer  is  conditional  on  its  end- 
ing up  with  more  than  50  per 
cent  of  Gucci's  equity. 

PPR’s  shares  fell  €6,  or  4 per 
cent,  to  €144  In  Paris  yesterday 
as  speculation  mounted  that  it 
might  try  to  outbid  LVMH. 
Shares  In  LVMH  slipped  mar- 
ginally by  €0.20  to  €234  in 
Paris. 

In  another  deal  announced 
on  Friday.  Mr  Pinault  acquired 
the  beauty  business  of  Sanofi,  , 
the  French  pharmaceuticals  | 
group,  for  FFrBbn  ($lbn,  i 
€900m)  through  Artemis,  one 
of  his  private  companies.  He 
also  struck  an  informal  agree- 
ment to  sell  the  Sanofi  beauty 
brands  to  Gucci  for  the  same 
amount 

LVMH,  which  expressed 
Interest  in  the  Sanofi  acquisi- 
tion last  autumn  bat  foiled  to 
agree  terms,  has  said  it  will 
not  proceed  with  the  transac- 
tion if  it  secures  control  of 
Gucd.  Under  Dutch  stock  mar- 
ket rules,  Gucd  has  until  next 
Sunday  to  decide  whether  to 
recommend  acceptance  of 
LVMH*s  $81  offer. 
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NHPPlc 


CARE  HOMES  No.  2 LIMITED 

£265,000,000  Secured  Notes 
£180,000,000 

Class  A 5.75%  Secured  Notes  due  2023 
£60,000,000 

Class  M 6.65%  Secured  Notes  due  2025 
£25,000,000 

Class  B 7.65%  Secured  Notes  due  2025 

Securitisation  of  care  home  leases 
originated  and  administered  by  the  NHP  Group. 


Merrill  Lynch  International  J.P.  Morgan  Securities  Ltd. 


Dresdner  Kleinwort  Benson 
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TELECOMS  LINK  OF  ATLANTIC  COMPANIES  BRUNCOR,  ISLAND  TELECOM,  MTT  ANDJVEWTEL  WILL  CREATE  S1.84BN  GROUP 

Four  Canadian  carriers  confirm  merger  plan 


By  Scott  Morrison  in  Toronto 

Canada's  four  Atlantic 
telephone  companies  are  to 
merge,  foreruns  the  country's 
third  largest  carrier  with  a 
market  capitalisation  of 
C$2.8bn  (US$1 .34bc). 

The  widely  anticipated 
merger,  announced  yester- 
day. was  seen  as  a response 
to  the  increasing  pace  of 
consolidation  in  the  Cana- 
dian telecommunications 
Industry. 

Bmncor,  Island  Telecom. 
Maritime  Telegraph  & Tele- 


phone and  NewTel  Enter- 
prises said  they  could 
strengthen  revenue  growth, 
cut  costs  and  increase  their 
competitiveness  by  combin- 
ing resources. 

The  new  company.  Allan- 
tieCo.  would  serve  the  prov- 
inces of  New  Brunswick, 
Prince  Edward  Island,  Nova 
Scotia  and  Newfoundland, 
with  combined  annual  reve- 
nues of  0Sl.7bn  and  earnings 
of  C$172m.  The  companies, 
which  recently  developed 
and  installed  joint  billing 
and  administrative  systems. 


estimated  they  would  save 
C$13Qm  annually  by  tbe  end 
or  the  second  year. 

Analysts  said  that,  in  addi- 
tion to  improving  opera- 
tional efficiencies,  combin- 
ing the  companies  would 
increase  the  liquidity  or  the 
group's  shares  and  attract 
Institutional  investors, 
which  have  largely  avoided 
shares  of  the  small  earners. 

■‘Atlan tlcCo  win  be  greater 
than  the  sum  of  Us  parts. 
This  merger  builds  upon  our 
long  history  of  cooperation 
and  represents  a natural 


evolution.”  said  Stephen 
Wetmore,  president  and 
chief  executive  of  NewTel, 
who  was  to  assume  the  same 
responsibilities  at  the  new 
company. 

BCE,  Canada’s  largest  tele- 
communications company 
and  a shareholder  in  each  of 
the  four  companies,  had 
already  said  it  would  sup- 
port the  merger,  which  is 
expected  to  dose  at  the  end 
of  May.  BCE  would  hold 
almost  42  per  cent  of  the 
combined  company  and  be 
a strategic  partner  through 


Its  Bell  Canada  subsidiary. 

Under  terms  of  the  trans- 
action. each  common  share 
of  MT&T  would  be 
exchanged  for  1.667  Atlan- 
ticCo  common  shares.  Each 
B run  cor  common  share 
would  be  worth  1.011  shares 
in  the  new  company.  NewTel 
common  shares  would  be 
swapped  for  1.567  Atlan  ticCo 
common  shares,  while  Island 
Telecom  shares  would  be 
exchanged  on  a 1-for-l  basis. 

Lino  Celeste,  Bruncor 
chairman,  would  be  chair- 
man of  Atlan  ticCo.  Atlantio- 


Co’s  main  rivals  would  he 
carriers  such  as  AT&T  Can- 
ada and  Sprint  Canada, 
which  have  been  competing 
in  tbe  long-distance  market 
and  are  now  moving  to  enter 
local  markets. 

The  new  group  said  it 
would  co-operate  with  Bell 
Nexxla.  the  BCE-held  broad- 
band network,  to  provide 
internet  protocol  services  in 
the  region.  It  would  also 
expand  its  information  tech- 
nologies business  with  the 
telecoms,  oil  and  gas  sectors 
worldwide. 


Comcast  joins  the  new  elite 

Cable  group’s  planned  merger  with  MediaOne  will  spur  more  deals  in 
the  rapidly  consolidating  industry,  writes  Christopher  Parkes 
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Chevron 
chief  gets 
$150,000 
pay  rise 

Chevron,  the  US  oil  group, 
gave  Kenneth  Derr,  its  chair- 
man and  chief  executive,  a 

5 150.000  pay  rise  last  year  as 
the  company's  net  income 
reached  a record  S3.3bn  in 
1997.  the  company  said  in  a 
federal  regulators'  filing  yes- 
terday, agencies  report  from 
New  York. 

The  12.5  per  cent  pay 
increase  raised  Mr  Derr's 
annual  salary  to  $l.35m. 
according  to  a proxy  state- 
ment filed  with  the  Securi- 
ties and  Exchange  Commis- 
sion. But  Chevron  cut  his 
1998  bouus  by  'Si  per  cent  to 
Sl.lSSm  from  $i.595m  in 
1997.  reflecting  lower  finan- 
cial results  last  year,  it  said. 

The  1998  earnings  of  Chev- 
ron. the  third  largest  US  oil 
company  in  terms  of  market 
value,  took  a hit  from  plung- 
ing crude  oil  prices. 

Net  income  in  1997  was  the 
highest  in  Chevron's  history. 
But  after  a drop  in  crude  oil 
prices  of  about  30  per  cent 
last  year,  the  company’s  uet 
income  fell  58.9  per  cent  to 
$L3bn  in  1998. 

The  drop  in  1998  net 
income  reflects  a special 
charge  of  SS37id  to  recognise 
potential  losses  arising  from 
an  Oklahoma  Supreme  Court 
opinion  against  the  company- 
in  long-standing  litigation 
with  Cities  Service  of  Tulsa, 
now  known  as  Oxy  USA. 
part  of  Occidental  Petro- 
leum. 

In  1998.  Mr  Derr  received  a 
grant  of  options  to  buy 

110.000  Chevron  shares  at 
$79,125  each:  in  1997.  he 
received  a grant  to  buy 

110.000  shares  at  $80,938 
each,  and  15.000  shares  at 
$72,125  each.  Also  in  1998,  Mr 
Derr  received  about  $1.74m 
in  payouts  from  a previous 
grant  of  performance  units, 
a Chevron  incentive  plan 
linked  to  total  shareholder 
returns  relative  to  a peer 
group  over  a three-year 
period.  In  1997.  he  received  a 
$1.67m  payout  from  the  pro- 
gramme. 


Less  than  a week  after 
Leo  Hindery,  president 
of  AT&T's  new  broad- 
band and  internet  division, 
said  consolidation  of  the  US 
cable  industry  was  in  its 
final  stages.  Comcast  and 
MediaOne  have  made  a criti- 
cal endgame  move. 

Their  plan  to  merge  to 
form  the  third  biggest  cable 
group,  with  lira  customers, 
is  likely  to  spur  even  more 
deals  in  a year  which  has 
seen  about  a dozen  smaller 
operators  swallowed  up. 

It  also  marks  a milestone 
in  the  evolution  of  the  40- 
year-otd  industry  from  a 
fragmented  supplier  of  tele- 
vision programmes  to  a pro- 
vider of  electronic  services: 
with  telephony  and  internet 
access  first  into  the  pipeline. 

Tbe  AT&T  telecommunica- 
tions group  put  down  the 
first  marker  with  its  recently 
closed  acquisition  of  Tele- 
communications Inc,  and 


By  Roger  Taylor 
In  San  Francisco 


Shares  in  Broadcast. com.  the 
internet  broadcasting  group, 
jumped  33  per  cent  yesterday 
morning  to  8113  V.  on  reports 
that  the  company  was  in 
takeover  discussions. 

BusinessWeek  Online 
named  Yahoo!,  the  leading 
internet  portal,  as  the  most 
likely  buyer  for  Broad- 
cast. com.  although  other 
companies,  such  as  America 
Online  and  NBC.  were  also 
said  to  be  interested. 

The  report  said  Yahoo! 
and  Broadcastcom  had  met 
recently  to  discuss  a possible 
deal. 

Yahoo!  has  been  using  its 
own  high-priced  stock  to  buy 
additional  services.  Earlier 
this  year  it  agreed  tbe  $4.7bn 
purchase  of  Geocities,  the 
internet  community  site. 


was  in  the  middle  of  sepa- 
rate joint-venture  negotia- 
tions when  potential  part- 
ners Comcast  and  MediaOne 
decided  they  could  strike  a 
better  bargain  together. 

According  to  Brian 


The  merger  will 
strengthen  the 
group’s  hand 
in  dealings 
with  AT&T 


Roberts,  Comcast  president, 
tbe  combined  company 
would  be  better  placed  to 
have  “more  meaningful" 
talks  on  telephony.  It  would 
also  be  big  enough,  be 
suggested,  to  offer  telephone 
services  on  its  own. 

The  merger  will  certainly 


BraadcasLCom 
Stare  prtce  since  fisting  {$) 


150 
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Dallas-based  Broad- 
cast.com  transmits  the  pro- 
grammes of  385  radio  sta- 
tions over  the  internet  and 
has  a number  of  other  ser- 
vices such  as  TV  broadcasts 
and  a “CD  Jukebox”  that 
transmits  music  on  demand. 


strengthen  the  group's  hand 
in  dealings  with  AT&T,  and 
may  even  simplify  the  pro- 
cess for  tbe  telecoms  group, 
which  now  has  cable  access 
to  a third  of  US  homes  and 
aims  to  double  that  in  the 
short  term.  The  Comcast 
combination  is  especially 
alluring  because  80  per  cent 
of  its  subscribers  are  located 
in  tbe  top  20  US  markets. 

But  the  immediate  effect 
will  be  to  promote  Comcast 
to  membership  of  a new  elite 
group  in  the  cable  business, 
with  roughly  the  same  num-j 
ber  of  subscribers  as  its / 
peers.  Time  Warner  Is  leader 
with  12.6m,  followed  by 
AT&T/TCI  with  12.5m. 

Tbeir  nearest  rivals 
include  Adelphia.  an 
also-ran  a year  ago.  which 
has  acquired  systems 
enough  to  brings  its  cus- 
tomer base  to  4.7m.  followed 
by  Cox  with  3-Sm.  Next  in 


Among  its  most  profitable 
ventures  is  an  agreement 
with  the  Nasdaq  stock  mar- 
ket to  broadcast  corporate 
earnings  announcements 
over  the  internet. 

Since  coming  to  market- 
last  year,  Broadcastcom  has 
seen  its  share  price  climb 
from  under  $20  to  more  than 
$144  in  January  before  fall- 
ing back  to  about  $100.  After 
yesterday's  jump  the  com- 
pany is  worth  close  to  $4bn. 

The  quality  of  online 
broadcasting  is  patchy  at  the 
moment  because  most  inter- 
net connections  cannot  carry 
data  fast  enough. 

However,  quality  will 
become  less  of  an  issue  as 
telephone  companies  and 
cable  TV  operators  are  now 
starting  to  offer  cheap  broad- 
band internet  connections 
capable  of  transmitting  high- 
quality  video  and  audio. 


Lions,  a new  company  con- 
trolled by  Paul  Allen,  co- 
fbunder  of  Microsoft,  which 
from  a standing  start  has 
spent  $nbn  accumulating 
3.4m  subscribers. 

Like  AT&T.  Mr  Allen  has 
publicly  announced  he 
wants  more,  and  with  cable 
stocks  surging  in  anticipa- 
tion. he  is  reported  to  be 
contemplating  an  initial  pub- 
lic offering  of  Charter  shares 
to  generate  the  currency  for 
stock  deals. 

According  to  Mr  Roberts, 
in  addition  to  the  extra  mus- 
cle for  dealing  with  AT&T  or 
other  telephony  companies, 
the  enlarged  Comcast  will 
also  be  able  to  exert  more 


By  Daniel  Bdgfer  » New  York 


TIAA-Cref,  the  world's 
largest  pension  provider,  is 
urging  fellow  shareholders 
of  Lubrizol  to  join  it  in  vot- 
_ing  against. the  US  speciality 
chemical  company's  anti- 
takeover provisions. 

TIAA-Cref  said  it  would 
use  Lubrizol 's  annual  meet- 
ing on  April  26  to  oppose  the 
company's  soncalled  "dead 
hand”  poison  pill  - a take- 
over defence  that  can  only 
be  removed  by  the  current 
directors. 

Peter  Clapman,  the 
pension  fund's  senior  vice 
president  and  head  of  corpo- 
rate governance,  stated: 
“Lubrizol 's  directors  have 
wrongftiUy  usurped  share- 
holder power  for  them- 
selves." 

He  pointed  out  that  dead 
hand  poison  pills  were  life- 


influence  over  regulatory 
affairs  and  the  development 
of  technology  needed  to 
advance  cable's  evolution. 

It  will  also  be  better  placed 
to  round  up  the  financing 
needed  to  fulfil  the  dreams 
of  a one-pipe  supplier  for  a 
wide  range  of  services.  Since 
1996,  the  entire  cable  indus- 
try has  spent  more  than 
$20bn  on  upgrading  its 
systems  with  the  fibre-optics 
and  digital  compression 
equipment  needed  to  fulfil 
promises  of  Instant  access. 

By  the  end  of  this  year.  Mr 
Roberts  said,  70  per  cent  of 
the  new  company's  system 
would  be  fitted  with  high- 
capacity,  two-way  cable. 


gal  in  Delaware,  where  most 
US  companies  are  incorpo- 
rated. 

To  underline  the  extent  of 
its  opposition.  TIAA-Cref 
also  intends  to  vote  against 
the  board’s  director  nomi- 
nees at  the  meeting. 

The  pension  fund  also 
noted  that  Lubrizol,  which 
has  been  one  of  the  US  stock 
market's  worst  performers 
in  recent  years,  made  vigor- 
ous efforts  to  block  its  reso- 
lutions. 

Meanwhile.  TIAA-Cref  is 
also  proposing  to  vote 
against  a similar  dead  hand 
poison  pill  at  Bergen  Brun- 
swig, a pharmaceutical  dis- 
tributor. 

Mr  Clapman  said,  how- 
ever, that  most  other  compa- 
nies whose  dead  hand  poison 
pills  have  been  criticised  by 
TIAA-Cref  have  voluntarily 
amended  them. 


tine  is  Charter  Commumca- 

Broadcast.com  shares  Pension  fund  in 
leap  on  takeover  rumours  Lubrizol  fight 
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Acquisitive 

Vivendi  may 


list  in 


By  David  Owen  m Paris  aid 
Richard  Waters  in  Hew  roc* 


Vivendi,  the  French  com- 
munications and  utilities 
group,  yesterday  said  it 
would  consider  seeking  a US 
listing  within  three  to  five 
years*  and  that  it  would  not 
rule  out  any  option  at  this 
stage,  including  offering 
shares  in  a separate  water 
business. 

Speaking  as  the  company 
announced  its  fourth  big 
North  American  acquisition 
in  less  than  six  months, 
Jean-Marie  Messier.  Vivendi 
chairman,  said  US  investors 
hold  12  per  cent  of  the  com- 
pany's shares,  up  from  3 per 
cent  three  years  ago,  and  the 
company’s  bigger  presence 
in  the  US  should  boost  this 
proportion. 

Vivendi  yesterday  said  it 
had  agreed  to  buy  US  Filter, 
a water  treatment  equip- 
ment company,  for  $6.2bn  in 
cash.  The  expansion-minded 
company  is  to  offer  $31.50  a 
share  for  the  Palm  Springs- 
based  company,  and 
described  the  move  as  the 
biggest  French  acquisition 
made  in  the  US. 

US  Filter  is  by  for  the  larg- 
est private  US  water  com- 
pany. having  mounted  a 
spate  of  about  100  acquisi- 
tions during  the  1990s  in  an 
effort  to  dominate  a highly 
fragmented  market.  How- 
ever. its  shares  fell  heavily 
from  a peak  of  more  than  $40 
in  1997.  touching  a low  of  $12 
last  year  before  partially 
recovering. 

Tbe  deal,  which  was  yes- 
terday welcomed  by  ana- 
lysts, is  to  be  financed  by  a 
€3bn  ($3.3bn>  capital 
increase  and  a €2bn  convert- 
ible bond  issue. 

While  the  acquisition  will 
eat  into  Vivendi's  financial 
flexibility.  Mr  Messier  said 
the  French  company  had 
earmarked  another  €4bn  for 
expansion  over  the  next 
three  years. 

Part  of  that  would  be 
invested  in  the  US.  where 
the  company  plans  to  com- 
pete aggressively  for  busi- 


US 


ness  ns  municipal  authori- 
ties aroua d the  country 
explore  ways  of  privatising 
their  water  treatment  busi- 
ness. 

The  deal,  approved  by  the 
boards  of  both  companies, 
will  create  what  the  com- 
panies described  as  the 
“undisputed  world  leader"  in 
water-related  businesses, 
almost  doubling  to  about 
Sl2bn  the  annual  turnover  of 
Vivendi's  G6nferale  des  Eaux 
water  treatment  division. 

Mr  Messier  has  reshaped, 
renamed  and  rehoused  the 
Vivendi  group  remarkably 
quickly  since  arriving  at  the 
helm  in  1996.  He  said  the  two 
companies'  activities  were 
“very  complementary'’. 

“Vivendi  and  US  Filter 
have  both  been  targeting  the 
growing  worldwide  water 
market,  but  from  different 
starting  points  and  with- an 
emphasis  on  different  types 
of  client,”  be  said. 

“What  we  recognised  is 
that  we  share  a vision  of  a 
full-service,  global  water 
enterprise." 

Vivendi  said  the  deal 
would  add  to  its  earnings  per 
share  this  year  and  would  do 
so  “very  significantly"  from 
2000.  It  said  the  price  it. was 
offering  represented  a pre- 
mium of  26  per  cent  to  the 
average  US  Filter  share  price 
over  the  past  30  days. 

The  French  company, 
which  has  gained  a reputa- 
tion for  acquisitiveness  as  its 
young  chairman  has  sought 
to  reshape  it  as  a communi- 
cations and  environmental 
services  powerhouse,  has 
made  a string  of  high-profile 
US  purchases  in  recent 
months. 

Last  November,  it  substan- 
tially increased  its  North 
American  power  production 
capacity  by  acquiring  23 
north-east  US  power  plants 
in  a deal  worth  $2.7bn. 
Founded  in  1990,  US  Filter 
has  lifted  sales  to  about  $5bn 
this  year  as  a result  of 
organic  growth  and  strategic 
acquisitions  of  companies 
such  as  Mem  tec,  Culligan 
and  Kinetics. 


NEWS  DIGEST 

ALUMINIUM 

Alcan  to  shut  smelter 
ahead  of  schedule 

Alcan  Aluminium,  the  Canadian  aluminium  producer,  said 
yesterday  it  will  shut  down  its  Isle-Maligne  Works  smelter 
in  December,  nine  months  ahead  of  schedule.  The  deci- 
sion, triggered  by  fow  aluminium  prices  and  the  rising  : 
world  inventory,  will  reduce  Alcan's  primary  metal  produc- 
tion by  90,000  tonnes  over  the  next  18  months. 

Alcan  had  originally  planned  to  shut  the  Quebec  smettar 
permanently  m September  2000,  when  production  will 
begin  at  its  new  Alma  facility  in  Quebec,  which  is  expected 
to  be  one  of  the  world's  lowest  cost  smelters.  The  com- 
pany warned  earlier  this  month  that  profits  in  the  first 
quarter  of  1999  would  be  down  50  to  60  per  cent  from  the 
fourth  quarter  of  1998.  Edward  Alden,  Toronto 
Commodities,  Page  34 


FARM  EQUIPMENT 


Case  plans  Russia  network 

Case,  the  US  manufacturer  of  farm  and  construction 
equipment,  intends  to  establish  a network  of  ‘machine 
technological  stations"  in  Russia,  backed  up  by  a parts 
and  service  system,  under  a broad  agreement  with  Rus- 
sian government  officials  to  help  develop  toe  nation's  farm 
sector. 

Case  said  the  deal  covered  toe  supply  and  manufacture 
of  equipment,  as  well  as  support  services,  but  gave  few 
details  beyond  saying  that  it  planned  to  “work  towards" 
joint  venture  arrangements  in  Russia  with  local  manufac- 
turers. 

The  US  group  already  has  about  5.000  machines  operat- 
ing throughout  the  former  Soviet  Union,  with  five  distribu- 
tors/sates  representatives  in  Russia  and  four  joint  ventures 
£ Uzbekistan.  However,  like  many  companies  operating  in 
Hussia,  it  has  not  always  found  conditions  easy:  last  year, 
rt  was  forced  to  delay  the  sale  of  combines  to  a regional 
agricultural  ministry  when  financing  arrangements  fell 
through.  Nikki  Tait,  Chicago 


INTERNET 


Lycos  in  Korean  venture 

LY?°?,..the  US  internet  portal  company,  has  teamed 
with  Miras,  a South  Korea-based  software  company 
TOfTTi  Lycos  Korea  providing  local  versions  of  Lycos 
services.  Both  partners  will  own  50  par  cent  of  the  v 

iSTfanlSf  .^’dI“lerday^ddln9  that  me  >«>***>  a 

wm  launch  later  this  year.  Other  financial  terms  of  to 
were  not  disclosed.  Reuters,  New  York 


SEMICONDUCTORS 


Intel  targets  low-cost  PCs 

Intei,  the  world’s  largest  semiconductor  company  has 

£ZZS£  ELS®  Mhz  rt"croProcessor,  the^fastesTcoi 
Sh  S. mn  0n  low_cost  personal  computer 
Computers  wrth  the  new  Intel  Celeron  processor  give 

PC  perionranS^TgLt » 

'°rf°Und  Si  .000."  Paul  Oteflini.  £ 
Intel  executive  vice-president,  said  yesterday  Intel  has 

D^fcteTn  tS  fT?  War  wim  rivaf  Advanced  Micro 
Device  in  the  market  for  computer  chips  designed  tor 
inexpensive  personal  computers.  Reu 
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These  securities  having  been  previously  sold,  this  announcement  appears  as  a matter  of  record  only. 


€1,293,400,000 


■•rfV 


Company 


United  Pan-Europe  Communications  N.V. 


Global  Offering  of 
44,600,000  Ordinary  Shares 

in  the  form  of  Ordinary  Shares  or  American  Depositary  Shares 


Joint  Global  Coordinators 

Goldman  Sachs  International  Morgan  Stanley  Dean  Witter 


•■■■  International  Offering 

25,850,000  Ordinary  Shares 

of  which  2,282,417  Ordinary  Shares  were  sold  to  retail  investors  in  The  Netherlands. 

The  remaining  portion  of  the  offering  was  offered  outside  of  the  United  States  by  the  undersigned. 


Goldman  Sachs  International 
Mees Pierson  N.V. 

Cazenove  & Co. 

Donaldson,  Lufkin  & Jenrette 


Morgan  Stanley  Dean  Witter 

Paribas 

Deutsche  Bank 
Salomon  Smith  Barney  International 


United  States  Offering 

18,750,000  Ordinary  Shares 

of  which  10,157, 750  Ordinary  Shares  were  sold  to  Microsoft  Corporation. 

The  remaining  portion  of  the  offering  was  offered  in  the  United  States  by  the  undersigned. 


Goldman,  Sachs  & Co. 


Morgan  Stanley  Dean  Witter 


Cazenove  Inc. 
MeesPierson  N.V. 


Paribas 


Donaldson,  Lufkin  & Jenrette 

Deutsche  Bank  Securities 
Salomon  Smith  Barney 


March  1999 


i 


I 


24 


COMPANIES  & FINANCE:  ASIA-PACIFIC 


FINANCIAL  TIMES  TUESDAY  MARCH  23  19W 


property  FINANCING  PROBLEMS  and  glut  of  office  space  bring  new  hold-up  to  construction  of  shanghai  office  block 

Mori  delays  work  on  world’s  tallest  tower 


By  James  Hanfing  in  Shanghai 


Mori,  the  Japanese  property 
developer,  has  again  delayed 
construction  of  what  is 
planned  to  be  tbe  world's 

tallest  skyscraper. 

The  completion  date  for 
tJie  Shanghai  World  Finan- 
cial Centre,  originally  in 
2001,  has  been  pushed  hack 
to  2005. 

The  latest  delay  to  the  pro- 
posed 94-storey  office  tower 
reflects  developers'  reserva- 
tions about  real  estate 


investment  in  Shanghai's 
oversupplied  market,  as  well 
as  financing  problems  that 
have  put  strains  on  the  Japa- 
nese company. 

The  Shanghai  World 
Financial  Centre  confirmed 
tbe  postponement  of  further 
construction  on  the  site, 
which  has  been  more  or  less 
idle  since  the  foun- 
dations were  completed  last 
year. 

The  company  has 
explained  Chat  it  is  making 
design  changes  to  offer  occu- 


pants the  highest  standards 
in  modem  offices. 

Last  year  Mori  said  the 
next  phase  of  construction 
was  being  delayed  for  six 
months. 

The  need  for  additional 
financing  and  the  glut  of 
office  space  on -the  market 
also  had  taken  its  toll  on  the 
timetable.  Shanghai  state- 
owned  media  reported  yes- 
terday. 

Construction  of  the  460m 
high  building  began  in 
August  1997  and  was  origi- 


nally due  to  cost  Y75bn 

(mm. 

But  yesterday’s  report 
suggested  the  restructuring 
of  Japan’s  hanking  industry 
had  resulted  in  a contraction 
of  Japanese  banking 
operations  in  China  and 
complicated  financing  of  the 
project.  The  company  is 
understood  to  be  seeking 
partners  to  help  fund  con- 
struction. 

Minoru  Mori,  president, 
has  said  the  main  sharehold- 
ers In  the  Shanghai  World 


Financial  Centre  venture 
remain  tbe  same  although 
several  Japanese  banks  have 
restructured. 

Shanghai’s  real  estate 
market  has  been  in  steep 
decline  since  1996.  Last  year 
alone,  office  rentals  fell  by 
about  40  per  cent  in  Pudong, 
the  business  district  under 
development  In  eastern 
Shanghai  and  the  site  of  the 
Shanghai  World  Financial 
Centre-  About  55  per  cent  of 
office  space  in  the  financial 
district  is  vacant. 


Richard  Ellis,  the  property 
consultants,  noted  in  a 
recent  market  review  that 
"the  dimness  of  short-term 
prospects  for  the  Shanghai 
office  market  has  resulted  in 
numerous  developers  adopt- 
ing a tactic  of  seeking  to 
delay  their  projects  until 
such  time  as  the  market 
begins  to  show  signs  of  mak- 
ing a turnaround". 

The  company  forecasts 
that  construction  delays  will 
continue  for  at  least  one  to 
two  years. 


Nissan  chiefs  at  crossroads  with  long,  weary  journey  ahead 

Alexandra  Hamey  examines  how  doubts  about  the  alliance  with  Renault  are  growing  among  analysts  and  industry  observers 


At  Nissan  headquarters 
in  Tokyo  last  week,  the 
mood  was  grim.  After 
weeks  of  board  meetings  and 
unrelenting  media  attention 
surrounding  the  bid  by 
Renault  to  buy  35  per  cent  of 
tbe  company.  Nissan  execu- 
tives are  weary  and  ambiva- 
lent, according  to  people 
close  to  the  situation. 

“They  look  dejected,"  one 
observer  noted. 

Nissan  has  found  itself  at 
a strategic  crossroads.  In  the 
10  days  since  talks  with 
DaimlerChrysIer  over  an 
equity  tie-up  fell  through, 
shares  in  tbe  carmaker  have 
fluctuated  madly,  failing 
9.3  per  cent  during  the  days 
since  Renault  made  its  bid 
official. 

Analysts  and  industry 
observers  say  that  concerns 
about  tbe  potential  difficul- 
ties in  an  alliance  with  tbe 
French  carmaker  have 
spread  in  the  market  and 
among  Nissan  executives, 
sending  the  shares  down  Y1 
to  Y429  from  a high  of  Y473 
last  week. 

This  cluster  of  issues  - 
about  Renault’s  fitness  as  a 
strategic  partner,  the  loss  of 
face  in  selling  out  to  a for- 
eign carmaker,  and  the  dif- 
ferences in  corporate  culture 
- seem  likely  to  cloud  a part- 
nership between  tbe  two  car- 
makers. 

The  fissures  among  Nissan 
executives  are  already  wide 
enough  to  prompt  Yoshifumi 
Tsuji,  Nissan  chairman,  to 
announce  his  resignation 


last  week  if  the  company 
agrees  a capital  alliance  with 
Renault. 

“There  are  some  execu- 
tives who  watch  how  Han- 
awa  (Yoshikazu  Hanawa. 
Nissan  president)  is  pre- 
pared to  sell  out  without  any 
regard  to  how  it  looks,  and 
are  very  displeased.  Surely 
there  must  be  another  way 
to  solve  Nissan's  problems," 
says  a former  Nissan  execu- 
tive. 

Industry  executives  point 
to  Renault's  history  of 
labour  troubles,  its  problems 
in  the  US  market,  and  the 
influence  of  the  French  gov- 
ernment, which  holds  a 442 
per  cent  stake  in  the  car- 
maker. as  reasons  for  con- 
cern. 

French  unions  are  already 
speculating  that  Carlos 
Ghosn.  Renault's  executive 
vice-president,  known  in 
France  as  “le  cost-killer", 
will  be  parachuted  in  as  Nis- 
san Motor's  chief  operating 
officer. 

Although  Renault 
recorded  a 63  per  cent 
increase  in  net  earnings  last 
year,  with  profits  rising  to 
FrF8.85tra  (€1.35bn,  $1.47bn) 
on  turnover  up  17.3  per  cent 
to  FrF2432bn.  its  cars  have 
sold  poorly  in  Japan.  Worse, 
the  French  government  is 
viewed  as  protectionist  for 
having  limited  imports  of 
Japanese  cars  in  recent 
years. 

Some  industry  officials  see 
surrender  into  the  arms  of 
such  a partner  as  a fall  from 


Set  to  resign:  Voshifurni  Tsup,  Nissan  chairman 


grace  for  Nissan  and  the 
entire  automotive  industry. 
One  former  official  from  tbe 
Ministry  of  International 
Trade  and  Industry  called  a 
Renault- Nissan  alliance  "a 
national  disgrace”. 

But  the  prevailing  view  is 
that  Nissan  has  no  other 
choice. 

Kaoru  Yosano,  Miti  minis- 


ter. has  publicly  said  he 
would  “welcome"  the  deal  as 
part  of  the  globalisation  of 
Japanese  industry. 

Fuji  Bank  and  the  Indus- 
trial Bank  of  Japan,  the  car- 
maker's two  main  lenders, 
have  also  said  they  would 
back  an  alliance. 

The  offer  of  a capital  injec- 
tion from  Renault,  believed 


to  be  about  YSOQbn  ($4_27bn). 
relieves  some  of  the  pressure 
on  the  Japanese  government 
and  banks  to  support  Nissan 
financially. 

The  carmaker,  which  is 
expecting  net  losses  of 
YSOhn  on  sales  of  Y6,4Q0bn 
in  the  fiscal  year  ending  this 
month,  has  secured  a com- 
mitment line  from  the  Japan 
Development  Bank,  a gov- 
ernment-backed institution, 
worth  YlOObn  and  another 
Y550bn  line  from  a coalition 
of  11  banks  led  b;  the  Indus- 
trial Bank  of  Japan  and  Fuji 
Bank  to  support  Its 
sbort-term  funding  needs. 

The  Japanese  government 
would  be  bard  pressed  to 
find  additional  money  to 
loan  Nissan,  as  the  US  gov- 
ernment did  in  tbe  1980s 
when  it  provided  Chrysler 
with  loan  guarantees  during 
a period  of  financial  distress. 

“The  government  needs  a 
lot  of  money  to  rescue  the 
banking  industry.  There  is 
no  money  left  to  help  Nis- 
san says  one  industry  exec- 
utive. 

But  even  if  the  funding 
problems  are  eased,  the 
thorny  management  issues 
remain.  Renault's  offer  for  a 
35  per  cent  equity  stake  is 
even  larger  than  the  33.4  per 
cent  that  Ford  holds  In 
Mazda.  This  shareholding, 
essentially  a controlling 
stake,  gives  Ford  the  right  to 
veto  derisions  made  by  the 
Mazda  board  of  directors. 
Ford's  move,  unprecedented 
in  the  Japanese  automotive 


industry,  to  appoint  the  pres- 
ident and  chief  financial  offi- 
cer at  Mazda  is  widely 
viewed  as  the  reason  for 
Mazda’s  turnaround  in 
recent  years. 

Industry  analysts  caution 
that  the  Ford-Mazda  alliance 
is  difficult  to  compare  with  a 
Renault-Nissan  tie-up 
because  the  two  companies 
built  their  relationship  over 
nearly  20  years.  Ford  first 
bought  a 25  per  cent  equity 
stake  in  Magda  in  1979,  and 
raised  tt  to  33.4  per  cent  in 
1996. 

“When  Ford  managers 
first  joined  Mazda,  there  was 
some  feeling  of  outsiderness 
and  they  did  not  get  along 
initially,  but  they  were  able 
to  build  a consensus  within 
the  company.  Now.  with  Nis- 
san and  Renault,  to  really  do 
the  type  of  drastic  restruct- 
uring that  needs  to  be  d one, 
the  mutual  sacrifices  will  be 
much  greater."  says  Chikao 
Masuzawa,  analyst  at  ING 
Barings. 

There  is  little  chance  that 
Nissan,  which  is  already 
struggling  with  Internal  dis- 
putes about  tbe  alliance 
itself,  would  allow  a Renault 
executive  to  take  over  as 
president 

But  with  several  execu- 
tives from  the  French  car- 
maker  likely  to  join  Nissan's 
40-strong  board,  the  question 
is  whether  Renault,  which 
has  just  emerged  from  an 
intensive  restructuring,  can 
produce  the  same  results  in 
Japan. 


^NEWS  DIGEST  ’ 


INDONESIA ........ IL. 

Shareholders  approve 
PT  Bank  Llppo  changes 

menfs  recapitalisation  plan  which  will  djasdcaByat 

Roy  Edutirtadji.  the  bank's  cxxnmisaoner  and  vlm  presi- 
dent told  reporters  after  the  five  minute 
motherEGMwould  be  held  on  April  8 « 
details  of  the  recapitalisation  plan  . 

Banking  analysts  said  that  once  the  recapiCTBauOT^n 

was  completed,  the  shareholders,  molding  P°Mcatfy 

well-connected  Riady  family, 

per  cent  stake  while  the  government  would  end  up  as  me 
indicated, 

period  of  two  to  three  yearn,  ft  would  sail  its  stake  in  the 
recapitalised  banks  either  to  foreign  investors  or  back  to 
the  existing  shareholders. 

SK  Zafnuddm,  Jakarta 

MALAYSIA  


Electricity  deals  lift  YTL 

YTL  Corporation,  the  politically  well-connected  Malaysian 

construction  and  power  group,  rePort®c^it®  ^ P. , [P36 
35  per  cent  year-on-year  to  MSS? 35m  (US$61 .8m)  for  the 
six  months  to  December  31.  Profits  were  helped  by  lucra- 
tive long-term  deals  to  supply  electricity  to  Tenaga 
Nasional,  the  state-controlled  power  utility,  and  investment 
income,  according  to  analysts.  The  company's  cash  pile  is 
estimated  at  more  than  MSIbn. 

Operating  profit  rose  9.5  per  cent  to  M$382m.  Sales 
turnover  fell  11  per  cent  to  M$1 .02bn  as  a result  of  a - 
depressed  property  and  ready-mixed  concrete  market 

For  the  full  year  to  June  30,  the  net  profit  could  be 
about  M$360m,  compared  with  M$283m  the  previous 
year,  according  to  analysts.  Shares  of  the  Chinese  family- 
held  concern,  which  is  acquiring  a majority  stake  in  trou- 
bled Taiping  Consolidated,  the  property  and  hotel  group, 
settled  down  10  Malaysian  cents  at  MS4.60  yesterday  In  a 
sluggish  market 
TJ  Tan,  Kuala  Luropur 


AUSTRALIA  • 

Rolling  stock  group  up  for  sale 

Howard  Smith,  the  Australian  hardware  and  towage  group, 
is  looking  to  sell  its  ailing  railway  rolling  stock  subsidiary  A. 
Goninan  & Co.  Ken  Moss,  managing  director,  said:  "Goni- 
nan's  growth  prospects  would  benefit  from  an  owner  bet- 
ter placed  than  Howard  Smith  is  to  promote  and  support  It 
in  the  global  market".  Goninan.  which  celebrates  its  cente- 
nary this  year,  has  a A$890m  (US$561  m)  order  book,  con- 
sisting mainly  of  longer-term  railway  maintenance  and 
modernisation  contracts. 

Howard  Smith  will  probably  raise  at  least  A$350m  from 
the  sale,  with  local  groups  such  as  the  recently-listed 
Smorgon  Steel  and  Transfield  possible  buyers. 

Russefl  Baker,  Sydney 


dENERSlS 


NOTICE  OF  EXTRAORDINARY  MEETING 
OF  SHAREHOLDERS 


OF 


ENERSIS  S.A. 


Enersis  SA.  has  railed  an  extraordinary  meeting  of  shareholders,  at  die  request  of  shane- 
Ixjlders.  i»>  vote  regarding  a bylaw  amendment  increasing  die  percentage  of  shares  dial  may 
be  beneficially  owned  by  a shareholder  from  32%  to  b5%. 

The  Board  of  Directors  of  Enersis  lias  expressed  no  | x>sition  on  the  proposed  bylaw 
amendment.  Shareholders  and  holders  of  An  in  icon  Dejxisilaiy  Shares  arc  encouraged  to 
express  their  views  by  voting.  Important  voting  information  is  set  forth  Mow. 

* Only  ADS  holders  of  record  on  March  17. 19^9  are  entitled  to  vote. 

* If  you  Hre  a registered  holder  of  American  Depositary  Shares,  you  must  deliver  vot  - 
ing  instructions  to  Citibank.  ISA.,  as  depositary,  prior  to  3:00  p.m..  New  York  Cirv 
time.  Monday.  March  29. 1999. 

® If  your  American  Depositary  Shares  are  held  in  the  name  of  a bank,  brokerage  linn 

or  tidier  custodian,  it  is  recommended  that  you  vote  by  Internet  if  instructions 
accompanying  die  proxy  materials  provide  for  voting  bv  such  method.  Please 
Aw  sufliriem  time  for  your  bank,  brokerage  limi  or  oilier  custodian  ro  forward 
your  vote  to  Citibank.  NA  prior  to  the  3:00  p.m..  New  York  (lit)'  time.  Monday. 
Maivh  29. 1999  voting  deadline. 

* Tlie  Extraordinary  Meeting  of  Sliareholders  will  lx*  held  on  March  30, 1999  ai 
10:00  a.m.  (local  time)  at  Centro  «le  Convenciones  EdiHcio  Diego  Fbrtales.  Avda. 
Libert  odor  Bernardo  OTBgfins  233.  Santiago.  Chile. 

If  \ou  have  any  questions  about  the  voting  process,  please  call  the  Information  Agent  at  the 
numbers  below. 

The  Information  AgFiU  is: 


March  23. 1999 


&CCMMY/NG 

Willi  Street  Plaza 
New  York.  New  York  1 0005 
Call  Collect:  (212)  +*0-980*) 
Call  Toll-Free:  (800)  223-2064 


Eridama  Beghin-Say 


Group  results  1998 

Net  sales:  +1.9% 

Operating  income:  +2.4% 

Net  income  - group  share:  +2.8% 

"Tlie  Board  of  Directors  of  Erldania  Beghin-Say  met  on  March  17th  1999  under  the  Chairmanship  of  Mr  Stefano  Metoni. 
Consolidated  accounts  for  the  fun  year  ended  31st  December  1998  were  reviewed  and  approved. 
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1988 

FRF  € 

FRF 

1997 

€ 

A 

1998/1997 

Net  sales 

64,856  SJ289 

63.650 

9.703 

+T.9% 

Operating  income 

4JJ74 

621 

3.978 

606 

+Z4% 

Pre-tax  income 

from  continuing  operations 

2J9B3 

452 

2.839 

433 

U.4% 

Net  income  - Group  share 

1.958 

288 

J.SW 

290 

+2.8% 

Total  shareholders'  equity 

224*93 

3/944 

20.980 

3.198 

Net  financial  indebtedness 

14£39 

2JJ77 

15.496 

2.362 

Debt-to-equtty  ratio 

0.66 

0 74 

.'r  The  principal  changes  n the  scope  of  consolidation 
between  1997  and  1998  were  brought  about,  on  the  one  hand, 
by  external  growth  In  the  Offeeed  Processing  & Marketing 
and  Animal  Nutrition  divisions  and.  on  the  other  hand,  by 
the  divestment  of  non  strategic  businesses  during  the  last 
two  years. 

‘j  Net  sales  rose  1.9%  versus  1997.  On  the  basis  of 
unchanged  scope  of  consolidation  and  exchange  rates,  they 
fell  by  1%,  the  impact  of  higher  sales  volumes  was 
cancelled  out  by  the  knock-on  effect  on  selling  prices 
of  lower  agricultural  raw  material  prices. 

■Ti  Operating  income  rose  2.4%  versus  1997,  The  positive 
Impact  of  external  growth  was  lower  than  the  negative  Impact 
of  currency  transition  and  of  divestments.  On  a Wce-for-ltke 
basis,  Operating  income  actuaBy  rose  3.5%.  Internal  growth 
was  based  essentially  on  the  Improved  performances  of  the 
Sugar  business  in  Italy,  the  Starch  business  in  the  United 
States,  the  Animal  Nutrition  and  the  Pepper-Herbs- 
Spices/  Pastry  ingredients  businesses.  These  improvements 
were  partially  offset  by  the  lower  contribution  of  the  Sugar 
business  in  France  and  Hungary  and  of  fhe  Starch  business 
In  Europe  (especially  In  the  second  half). 

r The  Group’s  share  of  net  Income  rose  2.8%  versus 
1997.  This  Increase  is  attributable  to  the  improved 
operating  performance  and  to  the  non-recurring  inpact  of  the 
capital  gams  from  divestments  (particularly  Koipe  and 
Eridsnla  Uevrto  shares),  and  in  spite  of  a higher  lax  rate. 

3 In  spite  of  a high  level  of  capital  expenditure  and 
acquisitions  during  the  period,  the  net  financial 
indebtedness  decreased  between  December  3 1st  1997  and 
December  31st  1998  as  a consequence  of  strong  cash-flow 
in  addition  to  proceeds  from  disposals. 
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At  3l  December  31st  1998.  the  ratio  of  net  financial  debt  to 
equity  was  0.66  (versus  0.74  at  December  3 1st  1997). 

' _ ACCOwriS  Of  THE  PAHEJtT-GQHPWi  J 

The  parent  company.  Eridama  Beghin-Say  SA  registered 
a net  income  of  1.394  million  French  francs  1212  million  €j 
versus  1,516  million  French  francs  <237  million  € I in  7997. 

‘ Dwipe®  1998  .T7 

The  Board  will  propose  to  the  Annual  Shareholders  Meeting 
that  a net  dividend  per  share  (belore  Lax  credit)  of  5,34  « 
(35.03  FRF)  be  pad.  in  line  wtih  the  previous  yea  (35  FRF1 


The  Board  decided  to  submit  resolutions  on  the  two  points 

detailed  hereafter,  to  an  “Assembl6e  Generate  Mixte”  to  be 
held  on  May  1 ith  iggg: 

• implementation  of  a share  repurchase  programme, 

within  the  trameworH  ol  the  regulations  provided  tor  in  the 

July  2nd  1998  law, 

■ authority  givoi  to  the  Board  of  Directors  to  Issue  a variety  of 
securities  which  can  be  converted  or  exchanged  into  existing 
Endama  Beghin-Say  shares. 

; . • T. rm  1999 

The  overall  context  described  in  the  preliminary  results 
release  remains  unchanged:  Insufficient  prices  for  starchy 
products  in  Europe  and  weak  o.lsaed  crush  margins 
Therefore,  the  persistence  of  these  cyclical  factors  is  likely  to 
penalise  the  group's  first  half  results.  Furthermore,  these 
results  will  suffer  by  comparison  with  a particularly 
outstanding  first  half  cl  1998.  Against  this  background 
Eridama  Beghin-Say  has  taken  all  necessary  measure 
both  in  order  to  counteract  these  cydral  difficulties  and  to 
ensure  that  tbe  group  is  in  a position  to  benefit  fu8y  from  a 
turnaround  as  soon  as  It  occurs. 
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Whose  vision  and  energy  deliver 
strong  earnings  per  share? 
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14.8%  increase  in  the  net  current  earnings  per  share  (Tractebel's  share)  • Accelerated  growth 
• Generation  capacity  of  more  than  37,000  megawatts  • Gas  transmission  capacity  of  more 
than  100  billion  cubic  metres  per  year 


Trectebei.  Suez  Lyonnaise  des  Eaux’s  '“Energy”  arm,  is  now 
Ihe  3rd  largest,  independent  power  producer  in  the  world 
The  1998  results  are  further  proof  of  the  success  of 
Tractebel’s  10  year  strategy  of  internationalisation  and 


flexibility  - and  its  enduring  value  to  the  shareholder.  With 
more  powerful  growth  in  prospect,  we’re  generating  a 
better  future  for  customers  and  shareholders  alike. 

Energy  and  services  for  the  world 
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COMPANIES  & FINANCE:  INTERNATIONAL 


3Com  struggles  to 
reverse  its  decline 

The  group  faces  some  tough  decisions  to 
effect  a tumround,  reports  Roger  Taylor 


Palm  reading 


One  of  the  best-known 
names  in  the  network- 
ing industry,  is  in  a 
bind  After  a profits  warning 
earlier  this  month  and  a 
share  price  that  has  faiien 
about  70  per  cent  over  the 
past  two  years.  3Com  is 
under  pressure  to  restruc- 
ture - but  there  are  no  obvi- 
ous solutions  for  the  sprawl- 
ing group  with  its  diverse 
product  range. 

The  company  has  a lot  of 
good  businesses  under  its 
control,  ranging  from  the 
popular  Palm  handheld  com- 
puting division  to  successful 
operations  in  the  new  and 
last-growing  cable  modem 
market. 

But  these  are  dwarfed  by 
its  activities  in  lower- 
growth.  lower-margin  busi- 
nesses. 

3C-om's  biggest  markets 
are  analog  modems,  network 
interface  cards  - which  con- 
nect PCs  to  corporate  net- 
works - and  hubs,  relatively 
simple  devices  for  linking 
PCs. 

These  are  the  areas  where 
3Com  is  market  leader,  but 
they  are  also  the  slowest 
growing  parts  of  the  net- 
working equipment  market 
Merrill  Lynch,  for  exam- 
ple. forecasts  the  market  for 
network  interface  cards  to 
rise  5 per  cent  this  year, 
while  revenues  from  hubs 
are  expected  to  Call  20  per 
cent.  That  compares  with 
growth  rates  of  between 
30  per  cent  and  50  per  cent 
for  most  of  the  rest  of  the 
networking  industry. 

At  the  start  of  this  month 
3Com  reported  that  a slow- 


down in  enterprise  sales  in 
the  US  and  Latin  America 
would  cut  earnings  per  share 
for  the  second  quarter  to 
about  23  cents,  compared 
with  the  36  cents  that  ana* 
lysts  had  been  expecting. 

That  news  helped  end  a 
brief  revival  in  3Com’s  share 
price,  which  has  been  on  a 
downward  trend  for  more 
than  two  years.  From  a high 
of  almost  $30  at  the  end  of 
1997.  the  shares  are  now  lan- 
guishing at  $24,  having 
almost  halved  since  the  start 
of  this  year. 

The  company  has  long 
been  rumoured  as  a takeover 
target,  but  its  diverse  range 
of  operations  make  it  an 
awkward  business  for  any- 
one else  to  buy.  There  is  a 
growing  consensus  among 
analysts  that  the  company 
needs  to  reform  itself. 

A first  step  would  be  to 
pull  out  of  the  market  for 
networking  equipment  sold 
to  telephone  companies  and 
internet  service  providers. 

3Com  has  failed  to  make 
much  headway  in  this  sec- 
tor. where  it  faces  larger, 
better  funded  rivals  such  as 
Cisco  Systems,  Lucent  Tech- 
nologies and  Nortel  Net- 
works. 

Luke  Szymczak,  analyst 
with  Prudential  Securities, 
regards  this  move  as  essen- 
tial: “There’s  no  choice  - U 
is  a very  competitive  mar- 
ket. the  business  requires 
deep  pockets,  it  would  be 
better  off  in  other  hands.” 
He  says  this  is  now  clearly 
on  the  agenda,  although  it 
has  taken  3Com  a long  time 
to  come  to  that  conclusion. 


.. 

m . BANKING  US  GROUP  UNVEILS  WIDE-RANGING  EXPANSION  PLAN  . _ 

Bank  of  America  to 
build  European  arm 


There  are  plenty  of  likely 
buyers,  with  European  tele- 
coms equipment  makers 
such  as  Siemens  of  Ger- 
many, Ericsson  of  Sweden 
and  the  UK’s  GEC.  all 
looking  to  expand  their  data 
networking  capabilities. 

Siemens,  that  has  a num- 
ber of  alliances  with  3Com, 
is  seen  by  some  as  the  natu- 
ral buyer. 

Hans  Schwarz,  the  newly 
appointed  head  of  the  3Com- 
Siemens  joint  venture,  said 
last  week  that  the  two  com- 
panies were  still  discussing 
how  they  could  further  their 
relationship.  Some  would 
like  to  see  3Com  merge  its 
telecoms-related  business 
into  Siemens's  new  Unis- 
phere division,  which  is 
focusing  on  the  same  mar- 
ket ■ 


Other  analysts  believe 
3Com  should  go  even  further 
and  pare  operations  back  to 
its  areas  of  greatest  strength 
- band-held  computing  and 
networking  for  the  home 
and  small  office. 

Maribel  Lopez,  an  analyst 
with  Forrester,  the  industry 
research  group,  believes  this 
might  be  the  best  long-term 
strategy. 

She  suggests  3Com 
should  consider  moving 
out  of  the  market  for 
large  business  customers 
and  instead  focus  on  per- 
sonal, home  and  small  busi- 
ness customers.  “It  would 
make  a very  nice  stepped 
down  Palxns-to-bome  net- 
working business.”  she  says. 

But  the  risk  in  that  strat- 
egy is  that  the  market  could 


come  to  view  3Com  as  more 
of  a consumer  products 
group  than  a technology 
leader  - and  that  would 
probably  do  little  to  boost  its 
share  price. 

To  date,  however,  3Com 
shows  little  sign  of  such  rad- 
ical thinking.  Its  proposed 
remedies  are  to  cut  invest- 
ment in  its  lower  margin, 
lower  growth  operations  and 
focus  investment  on  its 
higher  growth  areas. 

But  with  the  high-growth 
areas  accounting  for  only 
about  10  per  cent  of  reve- 
nues, it  could  take  too  long 
for  this  policy  to  have  an 
impact  on  the  overall  growth 
rate  of  the  company. 

It  will  need  a more  drastic 
approach  to  bring  about  any 
quick  reversal  in  the  decline 
of  3Com's  share  price. 


■ Revenue:  consolidoieO  revenues  rose  2%  to  Eiro  56.7  billion  On  a 
comparable  basis  Iconstont  currency,  accounting  method  and  structural 
twasj.  revenue  growth  reached  4 5% 

Breakdown  off  eonsofidated  Revenues  by  Business 

.11 1 1 nil*  fr.  I Eur  I 

Property-casualty 

insurance 

13.28 


Life  insurance 

32.44 


Financial  services 
and  holding  companies 

4.53 


Reinsurance 


1.45 

Total:  €56.7  Milton 

■ Strong  growth  in  consolidated  net  income:  1998  net  income, 
group  dwe  totaled  Euro  1 53  billion  or  FRF  10  04  billion,  confirming  the 
improved  proftrjoitirycommunKJte>J  for  rhe  first  half  of  the  year  Net  earrings 
per  share  reached  Euro  4 52  (FRF  29  65)  Puffy  diluted  earnings  per  share 
clirrfced  2 1 versus  the  previous  year  to  Euro  4 24  (FRF  27  83)  This  exceeds 
ttvr  Groups  target  of  on  average  1 5**  per  year  for  the  1 996-2000  period 
The  total  namolidated  income  before  faxes  and  minority  interests  reached 
Euro  3 73  when  ( FRF  24  5 billionl 

Consolidated  Net  Income,  Group  Share  by  Line  off  Business 

«1. Hi,  ..fEatn  ’///2//W7 


■ Reinsurance:  contribution  to  nee  income  net  of  minority  interests  was 
143  1 5%  to  Euro  0 1 4 trtwn  cr  FRF  0 9 bfflion  due  to  good  investment  results. 

■ Financial  services;  financial  services  coninbuted  Euro  0 27  bAcn  or 
FRF  1 8 billion  to  net  income,  net  of  minority  interests 

Contribution  from  asset  mjiagement  activities  was  down  at  Euro  95  mfilicn. 
only  due  to  the  occurence  of  narvrecumng  items  in  1 997.  cuch  as  the  sale 
of  Equitable  Real  Estate  Net  income  from  AXA  Investment  Managers  is  up 
45  % at  Euro  37  million  Excluding  non-recurring  items.  Alliance  Capital 
contributed  Euro  45  million  to  net  income  in  1998.  up  20% 

Other  financial  serwee:  contribution  was  Euro  1 73  million,  mainly  due  to 
Donaldson  Lufrin  E.  Jenrene  (DU)  which  posted  in  1998  its  second  best 
year  ever 

Contribution  from  European  investment  and  real  estate  companies  was  Rat 

The  Group  achieved  12L8%  return  on  equity  In  1998  versus 
112%  in  1997.  This  puts  AXA  well  on  track  for  its  target  of 
15%  by  2002. 


Return  on  Average  Equity 
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Assets  Under  Management 
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Ufa  Insurance 

599 

990 

Property-casualty  insurance 

360 

315 

Reinsurance 

124 

142 

Financial  services 

368 

268 

Holding  companies 

TOTAL 

|Z43) 

1,207 

(184) 

1.531 

4*5 

|FW  3.184  tsttke) 


55V 

(FRF  3.467  biBon| 


H Life  insurance  Euro  0 9<>  When  or  FRF  6 5 billion  contribution  to  net 

income  net  of  minority  interests,  up  65% 

» Sttcng  cyo wrh  m premixn  nfccme  m the  Umted  States,  the  United  Kingdcm 
and  Asia 

■ 9'j.i  growth  m assets  (including  18^  tor  uniMmEed  assets) 

■ Good  performance  of  investment  results 

■ Limited  impact  c-f  the  Asian  crisis  On  A.V'c  results. 

a Property  & casualty  insurance  Euro  0 32  biltoi  or  FRF  2 1 Winn 

contribution  to  net  income  net  or  minority  interest*  down  1 2 5% 

■ AM  V strategy  favour,  technical  results  arid  a tight  control  on  genert  and 
admn  rrsfiaove  expenses 

■ Mo*  pm:  nvuveis  on  wh*;ii  AXA  operates  ore  at  the  Potiorn  of  the  business 
cycle  and  therefore  highly  competitive 
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■ Dividend:  at  the  General  Meeting  scheduled  tor  5 May  1 999  in  Pans, 
the  dividend  amount  and  payment  date  will  be  submmed  to  shareholders 
for  approval  A net  dividend  of  Euro  1 70  or  FRF  1 1 1 5 will  be  proposed, 
versus  FRF  9 for  1 997.  an  increose  of  24%  The  cot-pori  detochment  dole  is 
10  May  1999 


Net  Dividend  per  Share 

■n  Eur-  >■ 
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Shareholder  value  growth  for 
the  period  1993-1998  was 
as  follows: 

FuMy  diluted  earnings  per  share 
and  not  dividend  grew  by  a 
compound  annual  growth  rate 
of  respectively  1 7.2V-  and  • 7 -4:i. 

Return  on  average  equity  almost 
doubled  to  teach.  1 2.3:  - for  1 99S 
compared  to  6.5-:-  m ? 993  with 
1 5^0  target  by  2002. 

AXA  share  rose  an  average  of 
23.59:  a year  (with  reinvestment 
of  dividend). 


A detailed  prawnaiton  Is  ovaHatHe  or  AXA's  mb  arte  httpv'wwwajm.cofn 
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By  Tracy  Corrigan  in  Hew  YoA 

Rank  of  America's  securities 
arm  is  about  to  emerge  bom 
post-merger  consolidation 
with  a new  name  and  a new 
sense  of  mission.  As  well  as 
expanding  its  US  securities 
business,  the  group  also 
plans  to  build  a European 
business  based  in  London. 

“We  think  we  will  be  open- 
ing an  investment  banking 
activity  next  year  in  Lon- 
don,” said  Carter  McClel- 
land, co-head  of  investment 
banking. 

The  group  will  have  a high 
yield,  equities  and  invest- 
ment harilring  presence  total- 
ling about  300  staff.  Mr 
McClelland  said. 

Bank  of  America,  which 
merged  with  Nations  bank 
last  year,  is  the  latest  US 
commercial  bank  to  attempt 
to  challenge  the  US  securi- 
ties firm's  dominance  of  the 
investment  banking  busi- 
ness. though  critics  say  it 
would  require  a big  leap  for 
the  hank  to  make  a signifi- 
cant impact 

Its  securities  business, 
known  as  Nationsbanc  Mont- 
gomery Securities,  is  to  be 
renamed  Banc  of  America 


Securities.  It  wiH  include  the 
equities  and  investment 
hanking  business  of  Mont- 
gomery. the  hi-tech  special- 
ist firm  bought  by  Nations- 
bank  in  1997,  and  the  fixed 
income  business  of  Nations- 
banc Securities. 

"We  are  trying  to  build  an 
integrated  set  of  investment 
banking  businesses  on  [Bank 
of  America’s)  very  important 
corporate  banking  business,” 
says  Mr  McClelland. 

Mr  McClelland  has  plenty 
of  experience  to  bring  to  the 
job. 

Hie  former  Morgan  Stan- 
ley banker,  who  built  up  the 
firm’s  West  Coast  tech  bank- 
ing business,  was  the  man 
behind  Deutsche  Bank’s  US 
investment  banking 
build-up. 

He  left  Deutsche  after  the 
bank’s  board  pulled  back 
from  its  plan  to  build  its  US 
business  organically-  It  sub- 
sequently agreed  to  buy 
Bankers  Trust  last  year. 

But  Bank  of  America  aims 
not  to  go  head  to  head  with 
bulge-bracket  firms. 

Currently,  Bank  of  Amer- 
ica services  about  80  per 
cent  of  Fortune  500  compa- 
nies, Mr  McClelland  notes,  in 


corporate  banking,  and 
about  50  per  cent  of  $50m- 
$500m  companies  in  its  core 

geographical  markets,  and 
expanding  its  investment 
banking  services  for  existing 
clients  is  a key  part  of  the 

strategy.  , . 

“If  we  become  one  of  the 
most  important  investment 
banking  service  providers  to 

our  existing  clients,  we  will 
be  [among  the  top  six  invest- 
ment banks  in  the  US  mar- 
fcfitr 

He  estimates  that  on  tbe 
basis  of  fees  paid,  the  firm 
already  ranks  ninth  in  the 
US  market  and  aims  to  dou- 
ble its  revenues. 

Mr  McClelland  has  been 
hiring  aggressively  in  the 
US.  Recent  hires  include  Ed 
Carter,  the  former  Merill 
Lynch  banker  he  previously 
lured  to  Deutsche;  Brian 
Brille,  Morgan  Stanley's 
healthcare  banker:  and 
Barry  Newman,  a Salomon 
high-tech  specialist. 

But  tbe  firm  has  also  lost 
staff  recently,  as  some 
Montgomery  bankers  and 
analysts  who  found 
themselves  unhappy  as  part 
of  a large  commercial  bank 
have  quit. 


Seat  sets  records  with 
profit  and  productivity 


By  Tom  Bums  In  Barcelona 

Seat,  the  Spanish  subsidiary 
of  German  carmaker  Volks- 
wagen. lifted  its  net  profit 
last  year  by  121.4  per  cent  to 
Pta24.4bn  (€146m,  SI  60m). 

Pierre-Alain  de  Smedt, 
Seat's  Belgian-born  chief 
executive,  said  1998  had  been 
an  “exceptional  year”  for  the 
Barcelona-based  car 
producer. 

“We  have  set  absolute 
records  in  production,  pro- 
ductivity. sales  and  profits.” 

Sales  of  Seat  brand  cars, 
two-thirds  of  which  are 
exported,  were  up  by  7.2  per 
cent  last  year  to  432.000 
units.  A Oat  market  in  west- 
ern Europe  was  offset  by  a 


19  per  cent  increase  in  sales 
in  Spain,  and  Mr  de  Smedt 
expects  similar  results  this 
year. 

Production  at  Seat's  new 
plant  in  Martorell,  outside 
Barcelona,  rose  by  7.1  per 
cent  to  500.500  vehicles  and 
was  50  per  cent  up  on  fore- 
casts made  when  the  manu- 
facturing centre  started  up 
in  1993. 

Eric  Krohn.  Seat's  German 
chief  financial  officer,  said 
the  Martorell  plant,  which 
also  produces  Volkswagen 
cars,  had  "turned  from  being 
a financial  burden  to  a stra- 
tegic opportunity”. 

The  plant  raised  its  labour 
force  by  L900  last  year  to 
11,350  and  increased  its  pro- 


ductivity from  59  units  per 
employee  a year  in  1997  to  60 
units,  thanks  to  more  flexi- 
ble working  arrangements 
and  improved  production 
systems. 

The  tumround  at  Seat, 
which  moved  into  the  black 
in  1996  when  it  posted  profits 
of  Pta5-3bn,  was  underlined 
by  cash  flow  of  PtaTObn,  up 
from  Pta65bn  in  1997. 

Mr  Krohn  said  Seat  had 
produced  a balanced  finan- 
cial result  for  the  first  time 
since  Volkswagen  absorbed 
the  company'  in  1986. 

Seat's  net  financial  debt, 
which  stood  at  Ptali7bn  at 
tbe  end  of  1997,  was  drasti- 
cally reduced  last  year  to 
PtaSlbn. 


Atlas  Copco  AB 

(publ) 

Nacka,  Sweden 

Notice  of  Annual  General  Meeting 


Tbe  Shareholders  of  Atlas  Copco  .AB  are  hereby 
invited  to  all  end  the  Annual  General  Meeting  ro  be 
held  on  Tuesday  April  20.  1999  ai  5.00  pm. 

(Swedish  rime)  in  the  Bcrwalilhaltcn.  Strand  vigen 
69.  Stockholm. 

Notification  of  attendance 

Shareholders,  intending  io  purtkipale  in  the  Annual 
General  Meeting,  must 

be  recorded  in  the  Shareholders  Register  kepi 
by  i he  Swedish  Securities  Register  Centre 
(Vardepuppcrsccnirulen  VPC  ABl  on  Friday 
April  *>.  1999.  as  well  as 

notify  the  Company  of  their  intent  to  participa- 
te in  the  Annual  General  Meeting  not  laler  than 
4.00  p.m..  Thursday  April  15.  1909  in  venting  to 
Allas  Copco  AB.  Sweden  Holding.  SE- 105  23 
Stockholm,  by  telephone  to  Ini  +46-8-743  8000. 
by  ictefax  lo  lnt+4b-8-W4  90  45  or  by  Internet 
www.mloscof*o  com. 

Shareholders  whose  shares  are  held  in  dust  by  a 
bank  or  private  broker  must  temporarily  rc- register 
their  shares  in  their  own  name  with  ibe  Swedish 
Securities  Register  Centre  lo  be  able  lo  participate  in 
the  Annual  General  Meeting.  Such  re-registration 
must  be  recorded  not  later  than  Friday  April  9. 

1994.  Shareholders  should  notify  the  trustee  of  their 
desire  to  re-icgisler  m adequate  time  pnor  to  this 
date. 

A Shareholder  can  attend  and  voce  at  the 
Annual  General  Meeting  in  person  or  by  provy 
Entrance  cards  will  be  sent  to  the  shareholders 
who  have  notified  thar  intention  to  paruapalc. 

Agenda 

1.  Opening  of  the  Meeting  and  chxtion  of 
Chairman  lo  preside  ul  the  Meeting; 

2.  Preparation  and  approval  of  voting  list: 

3.  Approval  of  agendo: 

4.  Election  of  one  or  two  persons  to  assist  the 
Chairman  in  approving  ihc  minutes: 

5.  Deienmrution  whether  the  Meeting  has  been 
properly  convened  or  noc 

b-  Decision  regarding  proposal  from  the  Board  of 
Directors  concerning  the  change  of  Articles  of 
Association: 

7.  Presentation  of  the  Annual  Report  and  the 
Auditors'  Report  and  the  Consolidated  Annual 
Report  and  the  Consolidated  Auditors'  Report: 

8 The  President  speech: 

**.  Decision 

a l regarding  approval  of  the  Profit  and  Loss 
Account  and  the  Balance  Sheet  as  wdl  os 
rbc  Consolidated  Profii  and  L(v.c  Account 
and  site  Consolidated  Balance  Sheet, 
bi  regarding  discharge  from  liability  of  the 
Board  mem  ben.  and  the  PreadenL 
vi  regarding  allocution  of  ihc  Company’s  pro- 
fit or  loss  according  to  ihc  approved 
Balance  Sheet. 

d)  regarding  registration  date  for  receiving 
dividend: 

10.  Dclemtinarion  of  ihc  number  of  Board  mem- 
bers and  deputy  members  io  be  elected  at  the 
Meeting: 

1 1.  Election  of  Board  members  and.  >r  applicable. 
of  deputy  members  as  well  as  of  auditors  and 
deputy  auditors: 

12  Del erzzzr nation  ot  the  remuneration  to  ihc 
Board  of  Directors  and  the  auditors: 

13.  Other  matters  property  submit  led  to  ihc 
Mowing  for  coma  deration. 

Proposals  to  the  Annual  General  Meeting 

The  Board  of  Directors  proposal  for  changes  in  ihc 
Articles  of  Association  are  mainly  due  to  changes  in 
ihc  Swedish  Companies  Aci.  The  mujor  changes  m 
the  Articles  of  AsfodiUton  are  staled  briow; 


The  auditors'  term  of  service  to  be  left  out.  Tbe 
Companies  Act  stipulates  a period  of  four 
yean,  (presently  for  one  year  at  at  timet. 

Hie  proposed  agenda  that  has  been  included  in 
the  notice  of  the  meeting  shall  be  approved  at 
the  Annua}  General  Meeting 
In  addition  to  Post-  och  Inrikcs  Tidningar  (Tbe 
Official  Swedish  Gazette),  the  notice  of  tbe 
Annual  General  Meeting  shall  also  be  publis- 
hed in  a named  national  newspaper.  The 
Companies  Aci  stipulates  that  the  notice  shall 
be  published  at  the  earliest  tit  I presently  four} . 
and  at  the  latest  four  (presently  two!  weeks 
prior  to  the  Annual  General  Meeting. 

The  last  day  for  the  recording  of  participation 
at  the  Annual  General  Meeting  should  not  be 
curlier  than  tbe  filth  business  day  i presently 
fifth  duyj  prior  io  lire  meeting. 

The  current  and  proposed  wording  of  tbe  Articles  of 
Association  may  be  obtained  from  the  company  and 
will  be  distributed  at  the  Annual  General  Meeting. 

The  B-wrrf  of  Directors  further  proposes 
Item  9c»  that  a dividend  of  SEK  4.50  per  share 
be  paid  io  the  Shareholders. 

Jrcm  9d)  that  the  registration  dale  lor  the  pay- 
ment of  dividends  be  Apnl  23.  1999. 
Should  this  dale  be  approved  by  (be 
Annual  General  Meeting,  the  dividend 
is  expected  to  be  distributed  by  the 
Swedish  Securities  Rag&er  Centre  on 
April  3U.  1999. 

hem  1 1 1 that  ibe  present  auditors.  Stefan 

Holmsirom  and  Peter  Markbom.  and 
deputy  auditors.  Thomas  JUnsson  and 
Bjorn  SundkvisL  ore  re-elected  for  a 
period  ol  three  years. 

Item  J2i  that  the  auditors  be  remunerated  in 
accordance  with  the  priocrpfc  of  work 
performed. 

Shureholdm  representing-  more  than  -KTi  of  tbe 
total  number  of  votes,  hove  submitted  tin:  following 
proposals: 

ihai  icn  ordinary  Board  members  and 
no  deputies  arc  elected. 

that  tbe  following  ordinary  Board  mem- 
bers jk  K-ckctcd;  Anders  Scfiarp,  Sturt 
Cartswn.  Paul -Emmanuel  Jansen, 
Lennart  Jeansson.  Giulia  Mazadupi. 
Hari  Shankar  Smghania.  Michael 
Trcschow  and  Jacob  Wallenberg: 
thoi  the  following  new  ordinary  Board 
members  are  elected:  lOirt  HeUstrom 
und  Ulla  Li  Kin.  Term  Wachtmeuier  und 
Gosia  Bysicdt  will  retire  from  i he  Board. 
Hut  a remuneration  of  SEK  3.275.000 
(unchanged)  is  allocated  lo  Ihc  Board 
for  distribution  among  tbe  elected 
Board  mem  ben.  who  jre  not  employees 
of  the  corporation,  in  accordance  with 
the  Board's  discretion. 

The  Annual  Genera]  Meeting  will  be  concluded  bv 
the  presemanon  of  ' Peter  Wallenbera  Martetins' 
und  Sate.  AwnreT  for  the  development  «.f  eminent 
marketing  und  sales  methods. 

Stockholm.  March  1999 
The  Board  of  Directors 
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Takes  your  breath  away 


Announcing  Our  Premier  Automotive  Group. 

It  makes  sense,  really.  As  we  continue  our  commitment  to 
become  the  world’s  leading  consumer  company  for  automotive 
products  and  services,  our  newly  created  Premier  Automotive 
Group  was  a logical  step.  Grouping  these  legendary  brands 
together  allows  us  to  leverage  their  unique  strengths,  while 
preserving  their  individual  values  and  characteristics.  This  not 
only  lets  us  grow  these  premium  brands,  but  in  turn,  it  sets  a 
new  standard  in  terms  of  providing  the  care,  service  and  mean- 
ingful relationship  every  customer  deserves.  Both  now,  and  in 
the  future. 


... 
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COMPANIES  & FINANCE:  EUROPE 


Telecom  Italia 
cuts  ‘war  fund’ 


By  Vincent  Boland 


Telecom  Italia  has  sharply 
reduced  the  amount  of  cash 
it  intends  to  raise  to  fight  a 
hostile  €52.6bn  i$48.1bn> 
takeover  bid  from  Olivetti, 
its  much  smaller  rival  in  the 

Italian  telecommunications 
market. 

Telecom  Italia  is  to  raise 
€5bn  in  the  syndicated  loan 
market,  half  the  ciobn  It  bad 
indicated  it  might  be  raising 
to  fight  Olivetti. 

As  part  of  its  defense 
against  the  bid.  Telecom 
Italia  has  said  it  would  buy 
back  up  to  10  per  cent  of  its 
shares,  which  could  cost 
about  €9bn.  It  is  understood 
that  the  proceeds  of  the  loan 
would  be  used  to  finance  the 
repurchase  if  it  goes  ahead. 

Bankers  said  Telecom 
Italia  had  scaled  back  its 
borrowing  plans  because  its 
strong  cash  flows  and  liquid- 
ity meant  it  did  not  need  to 
raise  more. 

The  €5 bn  syndicated  loan 
was  launched  yesterday, 
more  than  two  weeks  after 
Olivetti  began  raising  its 
acquisition  finance,  the  cen- 
trepiece of  which  is  a 
€22.5bn  syndicated  loan. 

Telecom  Italia  will  pay  a 
margin  of  60  basis  points 
over  the.  reference  rate  - 


either  Libor  or  Euribor. 
depending  on  the  currency  - 
for  the  364-day  loan.  It  had 
been  expected  to  pay  a mar- 
gin oF  about  75  basis  points 
for  the  larger  loan. 

Olivetti  has  been  negotia- 
ting with  lenders  for  the  past 
two  weeks  and  is  expected  to 
finalise  its  borrowing  by  the 
end  of  March. 

One  banker  said  the  mar- 
ket was  “moving  in  Oli- 
vetti’s favour"  after  the  com- 
pany held  a series  of 
presentations  with  potential 
lenders  at  which  it  outlined 
the  rationale  behind  its  bid 
for  Telecom  Italia. 

Telecom  Italia's  loan  is 
being  arranged  by  Credit 
Suisse  First  Boston,  JP  Mor- 
gan and  I Ml.  the  Italian 
bank.  They  have  partly 
underwritten  the  deal  and 
are  seeking  up  to  €500m 
each  from  banks  wanting  to 
join  the  syndicate. 

Olivetti's  arrangers  are 
Chase  Manhattan.  Lehman 
Brothers.  Mediobanca  and 
Donaldson.  Lufkin  & Jen- 
rette.  It  is  understood  the 
company  has  already 
received  several  commit- 
ments, In  addition  to  those 
from  its  arrangers,  from 
banks  wanting  to  participate 
in  the  syndicate  underwrit- 
ing the  €22.5bn  loan. 


A question  of  size 


Italian  banks:  cross 


shareholdings  and  foreign  ownership 


By  George  Graham  in  London 
and  Tony  Barber  hi  Frankfurt 


Italy’s  bank  merger 
convulsion  has  narrowed  the 
range  of  options  for  foreign 
banks  looking  for  a way  into 
one  of  Europe’s  more  attrac- 
tive markets. 

But  banks  that  already 
have  a foot  in  the  door  cau- 
tiously welcomed  the  pro- 
posed mergers  of  UniCredito 
and  Banca  Commercial e Ital- 
ians, on  the  one  band,  and 
San  Paolo-IMI  with  Banca  di 
Roma,  on  the  other. 

For  banks  seeking  to  build 
a pan- European  financial 
institution,  Italy  has  been  an 
obvious  target.  It  offers 
favourable  market  condi- 
tions - a buoyant  savings 

market  and  margins  that  are 
still  comfortably  fatter  than 
elsewhere  in  Europe.  Until 
now,  its  banks  have  also 
been  smaller  and  easier  to 
acquire  than  rivals  in  other 
countries. 

"The  ability  of  foreign 
hanks  to  play  a role  in  Italy 
has  passed,  because  the  Ital- . 
fan  hanks  have  now  reached 
a size  where  they  can  com- 
pete on  their  own.”  said 
Alastair  Walton,  managing 
director  at  Credit  Suisse 
First  Boston,  the  investment 
bank. 

These  factors  have 
attracted  Germany's  Deut- 
sche Bank  and  Commerz- 


bank, which  have  each 
bought  stakes  in  BCL  Both 
expressed  enthusiasm  for 
the  combination  with  Uni- 
Credito, which  would  be 
called  Eurobanca. 

“If  this  is  something  that 
BCI  favours,  we  favour  it," 
said  Dennis  Phillips,  a 
spokesman  for  Commerz- 
bank, one  of  whose  manage- 
ment board  members,  Axel 
Freiherr  von  ROdorffer,  sits 
on  BCI’s  supervisory  board. 

‘The  Italian 
banks  have  now 
reached  a size 
where  they  can 
compete  on 
their  own’ 


Commerzbank  owns  5 per 
cent  of  BCL  while  Deutsche 
Bank  has  a 4.5  per  cent 
stake.  But  Deutsche  Bank 
also  owns  0.75  per  cent  of 
UniCredito,  and  would  there- 
fore end  up  with  a slightly 
bigger  stake  In  Eurobanca. 

Deutsche  Bank  said  a 
merger  would  increase  the 
two  Italian  banks'  value  and 
benefit  shareholders. 

Analysts  said  Deutsche 
Bank,  the  biggest  foreign 


bank  in  Italy,  would  wel- 
come the.  UnlCreditoBCI 
merger  as  a better  deal  than 
the  proposed  merger 
between  BCI  and  Banca  di 
Roma,  which  collapsed  last 
week  after  a year  of  tadks. 

France's  Paribas,  itself 
embroiled  in  a takeover  bat- 
tle, also  owns  a stake  in  BCL 

ABN  Amro,  the  Dutch 
hank  which  has  only  just 
completed  the  acquisition  of 
an  S.75  per  cent  stake  in 
Banca  di  Roma,  was  more 
cautious  in  its  reaction  yes- 
terday to  the  all-share  offer 
from  San  Paolo. 

The  bank  has  told  San 
Paolo  that  it  is  still  early  to 
give  a response.  Its  reaction 
would  depend  on  the  respect 
accorded  to  its  existing 
co-operation  agreements 
with  Banca  di  Roma. 

ABN  Amro  has  another 
string  to  its  bow  in  Italy, 
since  its  deal  with  Banca  di 
Roma  also  involved  financ- 
ing the  sale  of  Banca  Nazion- 
ale  dell' Agriculture  to  Banca 
Antoniana  Popolare  Veneta. 
The  Dutch  bank  has  0.5  per 
cent  in  the  latter,  but  a hold- 
ing or  convertibles  gives  it 
the  option  of  increasing  its 
stake.  Analysts  said  ABN 
Amro  would  also  be  likely  to 
consider  buying  more  Banca 
di  Roma  shares  to  avoid  dilu- 
tion of  its  stake. 
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FEDERAL-MOGUL 

PROVIDES 

THE  ENGINE  PARTS 

WE  PROVIDE 

THE  GAS. 


$125,000,000 


MOGUL 

Senior  Notes 
April  1997 


$683,000,000 


MOGUL. 

Common  Stock 

lune  1998 


$1,000,000,000 


MOGUL 

Global  Bonds 
June  1998 


$800,000,000 

FEDERAL 

MOGUL 

Common  Stock 

December  1998 


When  Bear  Steams  first  called  on  Federal-Mogul, 
the  leading  engine  components  manufacturer 
had  an  aggressive  goal. 

To  help  them  realize  that  goal,  we  pulled 
together  resources  from  Global  Capital  Markets, 
Corporate  Finance,  Research  and  Sales.  Together, 
we  helped  take  Federal-Mogul  from  a bond  offering 
to  an  equity  offering  to  the  first  non-investment 
grade  US  corporate  Global  debt  transaction 
, and,  finally,  to  an  $800  million  secondary 
equity  offering. 

This  combination  of  an  unmatched  sales  force, 
distribution  and  outstanding  research  helped  us 
to  execute  these  deals. 

That's  what  some  would  call  going  the  extra  mile. 
But  it's  the  kind  of  client  service,  innovation  and 
performance  we  provide  regularly  at  Bear  Steams. 


75  Years  of  Client  Service,  Innovation  & Performance 


Mediobanca 
feels  the  heat 


By  Paid  Betts  In  Milan 

Mediobanca's  dominant  role 
in  post-war  Italian  finance 
looked  over  yesterday  as 
Banca  Commerciale  Italians 
(BCI)  and  Banca  di  Roma 
appeared  set  to  agree  to  sep- 
arate mergers  with  Uni- 
Credito Itallano  and  San 
Paolo-IML 

The  two  proposed  mergers, 
announced  on  Sunday,  were 
hailed  yesterday  by  Massimo 
D’Alema,  the  Italian  prime 
minister,  Romano  Prodi,  the 
former  prime  minister  and 
other  businessmen  as  a sign 
that  Italy  was  finally  adapt- 
ing itself  to  the  global  mar- 
ket. 

But  as  the  country  and  the 
Milan  stock  market  absorbed 
the  latest  wave  of  consolida- 
tion in  the  Italian  banking 
industry,  the  spotlight 
shifted  to  the  future  of 
Mediobanca  and  the  secre- 
tive and  once  highly  influen- 
tial Milan  investment  bank’s 
leadership. 

Mediobanca's  board  is  due 
to  meet  next  Monday  when 
the  first  clues  to  its  future 
course  are  expected  to 
emerge. 

But  one  thing  is  already 
clear.  The  two  blockbuster 
mergers  are  significant,  if 
not  fatal  setbacks  for  the 
investment  bank’s  ability  to 
continue  pulling  the  strings 
in  the  country's  old  financial 
and  industrial  networks. 

For  Enrico  Cuccia.  the 
bank’s  92  year-old  honorary 
chairman,  and  Vincenzo 
Maranghi.  the  chief  execu- 
tive and  Mr  Cucda's  61  year- 
old  protege.  they  smack  of 
outright  defeat. 

Financial  analysts  and 
Milan  investment  bankers 
now  believe  there  are  two 
alternative  scenarios  for 
Mediobanca.  The  first,  and 


considered  more  likely,  is  a 
split  of  its  two  fundamental 
activities:  merchant  banking 
an ri  managing  a portfolio  Of 
large,  often  controlling 
stakes  in  a series  of  Italian 
industrial  and  financial 
groups. 

The  second  Is  that  it  could 
be  either  the  target  of  a 
takeover,  unthinkable  only  a 
few  years  ago.  or  be 
absorbed  by  one  of  the  new 
enlarged  banking  groups  set 
to  be  formed  by  the  latest 
consolidation.  The  two 
options  are  not  altogether 
separate. 

Lucio  Rondelli,  UniCredi- 
to's  chairman  and  a Medio- 
banca board  member  (Uni- 
Credito owns  as  per  cent  of 
Mediobanca,  so  does  BCI 
while  Banca  di  Roma  owns 
another  7.4  per  cent),  was  in 
a diplomatic  mood  yesterday 
in  fending  off  questions  at  a - 
crowded  press  conference 
about  UniCredito's  inten- 
tions towards  Mediobanca. 

The  combined  UniCredito- 
BCI  group,  would  become 
Mediobanca's  main  share- 
holder with  17.6  per  cent 

In  the  event  of  a hostile 
takeover  for  Mediobanca,  Mr 
Rodelli  said:  "We  would 
have  to  decide  together  with 
the  other  shareholders  how 
to  organise  a defence  if,  of 
course,  it  involved  an  offer 
that  should  be  rejected.” 

He  would  not  be  drawn  on 
the  future  of  Mediobanca’s 
industrial  and  financial  hold- 
ings. “This  issue  has  not  yet 
been  addressed.”  he  said. 
But  Mediobanca  remained  a 
strong  “brand”  and  “we  will 
see  what  can  be  done  to  pre- 
serve it”. 

The  new  UniCredito-BCI 
combination  also  intended  to 
continue  collaborating  with 
Mediobanca  in  its  invest-: 
ment  banking  activities. 
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Profits  forecast 
hits  TNT  shares 


1 " 1,1 -*6s 


By  Gordon  Cramb  in  Amsterdam 

Shares  in  TNT  Post  Group 
slipped  5.6  per  cent  yester- 
day as  the  Dutch  mail  and 
express  delivery  group  fore- 
cast that  net  profits  this  year 
would  increase  by  only  10-15 
per  cent. 

Earnings  for  1998  were  18 
per  cent  higher  at  FI  820m 
<€372m,  WiOmj.  towards  tbe 
lower  end  of  analysts'  expec- 
tations. TNT,  the  world’s 
only  listed  postal  service, 
was  presenting  its  first  set  of 
annual  figures  since  it  was 
spun  off  last  June  from  KPN 
Telecom. 

Ad  Scheepbouwer.  chair- 
man. said  the  bottom  line 
was  suffering  from  the  for- 
eign exchange  translation 
effects  of  weaker  currencies 
in  the  Asia-Pacific  region, 
notably  the  Australian  dol- 
lar. These  had  a FI  180m  neg- 
ative effect  on  revenues, 
which  rose  just  7 per  cent  to 
FI  I6.33bn.  KPN  bad  bought 
TNT.  the  Australian  courier 
operator,  in  1996. 

Under  US  accounting  stan- 
dards, which  do  not  allow 
the  write-off  of  reorganisa- 
tion costs,  net  income  would 
have  fallen  13  per  cent.  TNT 
shares  are  listed  in  New 
York  as  well  as  Amsterdam, 
London  and  Frankfurt. 


From  earnings  per  share 
of  FI  1.73,  up  from  a pro- 
forma FI  1.46.  the  company  is 
paying  a total  dividend  of  80 
Dutch  cents.  It  said  no 
increase  could  be  expected 
In  the  next  few  years  while 
TPG  invests  in  its  business. 

Mr  Scheepbouwer  said  it 
intended  to  strengthen  its 
.express  network  in  southern 
Europe,  in  particular  Spain 
and  Portugal,  as  well  as  in 
Scandinavia. 

The  search  for  acquisitions 
was  not  yet  putting  TNT 
head-to-head  against  other 
national  postal  monopolies 
such  as  Deutsche  Post,  the 
German  group  which  last 
week  agreed  the  FI  UlSbn 
takeover  of  the  road  trans- 
port operations  of  NedlloycL 
Those  purchases  had  mainly  » 

been  in  other  segments.  !fp 

The  express  division  ‘ ' 
encountered  increased  pres- 
sure on  prices  in  Europe. 

These  came  down  by  2-3  per 
cent  Mr  Scheepbouwer  said 
he  had  no  ambition  to 
expand  in  parcel  delivery, 
where  margins  were  low. 

On  the  outlook  for  post,  he 
said:  “The  substitution  of 
letters  by  e-mail  is  not  tak- 
ing place  - or  to  the  extent 
that  it  is,  it  is  being  offset  by 
higher  volumes  in  direct- 
mail  marketing.” 
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JOINT  VENTURE  TO  COVER  FOUR  COUNTRIES 

Kirch,  Mediaset  in  TV  deal 


By  John  Capper, 
Media  Editor 


A re-shuffling  of  European 
television  assets  was  set  in 
train  yesterday  as  Kirch 
Group  and  Mediaset,  the 
German  and  Italian  media 
companies,  confirmed  terms 
for  a joint  venture  that  is  to 
cover  four  countries. 

Kirch  Group  also  con- 
firmed that  it  is  set  to 
increase  its  stake  in  Premi- 
ere, the  German  pay  televi- 
sion venture,  by  buying 
most  of  a stake  held  by  CLT- 
Ufa,  the  television  arm  of 
the  German  media  company 
Bertelsmann. 

The  deals  mean  that  Kirch 
Group  will  control  the 
nascent  pay  television  mar- 
ket in  Germany,  while  col- 


laborating with  Mediaset, 
the  dominant  Italian  com- 
mercial broadcaster,  on 
“free-to-air"  television  across 
Europe. 

Rupert  Murdoch's  Mews 
Corporation  has  opted  not  to 
take  part  in  the  venture.  It 
was  considering  an  invest- 
ment in  Kirch  alongside  Fin- 
in  vest.  the  parent  company 
or  Mediaset,  and  Prince  A1 
Waleed  of  Saudi  Arabia. 

Fininvest  and  Prince  A1 
Waleed  are  both  investing 
DM375m  (€192m,  $209m)  in 
Kirch  Media,  the  free-to-air 
broadcasting  arm  of  the 
Kirch  Group. 

They  will  gain  32  per  cent 
each  of  the  entity,  which  is 
to  be  floated  in  two  to  three 
years. 

Kirch  Media  is  separately 


forming  a Joint  venture  com- 
pany with  Mediaset  to  hold 
assets  including  Betafilm. 
the  international  film  distri- 
bution arm  of  Kirch,  and 
Publieurope,  Mediaset's 
international  advertising 
sales  arm. 

The  venture  will  also 
involve  a company  called 
European  Television 
Network,  which  will  include 
29  per  cent  or  Sat  1.  the 
German  television  channel, 
and  29  per  cent  of  Telecinco, 
the  Spanish  television 
company. 

The  venture  could  also 
include  Retequattro,  the  tele- 
vision channel  operated  by 
Mediaset,  in  the  future.  How- 
ever. Mediaset  is  to  pay 
Kirch  Media  compensation 
of  €195m  for  the  lack  of  bal- 


ance in  the  venture's  current 
assets. 

The  partners  in  the  ven- 
ture said  that  negotiations 
with  Mr  Murdoch  to  join  the 
venture  was  possible.  "Mur- 
doch can  still  join  if  he 
wants,”  satd  Gedele 
Confalonieri,  chairman  of 
Mediaset. 

News  Corporation  lost 
interest  in  the  investment 
during  the  negotiations 
because  it  believed  it  was 
not  worthwhile  holding  so 
small  a stake  in  Kirch 
Media.  News  later  became 
involved  in  talks  with  Canal 
Pius,  the  French  television 
company. 

Mediaset  was  advised  by 
Morgan  Stanley  Dean  Witter 
and  Kirch  Media  by  Lehman 
Brothers. 


Ikea  ‘will  never  be  listed’ 


By  Nicholas  Beorge  in  Aimhult 

Ingvar  Kamprad,  founder 
and  chairman  of  Ikea,  the 
world's  largest  furniture 
retailer,  yesterday  ruled  out 
ever  taking  the  company 
public. 

“I  will  never  take  the  com- 
pany public  because  we 
must  be  able  to  take 
long-term  decisions.”  he 
said. 

He  contrasted  Lkea's 
approach  to  investments  in 
Russia  with  those  of  other 
international  retailers, 
claiming  many  had  pulled 
out  of  the  troubled  country 
because  of  pressure  to  gener- 
ate short-term  returns. 

“The  advantage  of  not 
being  a public  company  is 
that  we  can  take  decisions 
when  we  feel  that  in  the 
long  run  they  are  good  deci- 
sions.'' Mr  Kamprad  said. 

Analysts  have  recently 
speculated  that  Ikea  might 
go  public.  The  group,  with 
150  stores  in  28  countries, 
bad  sales  of  Skr56.64bn 
(3&93bn)  in  the  12  months  to 
August  3L  It  has  been  esti- 
mated it  would  have  a stock- 


market  value  of  SkrlOObn  if 
it  listed. 

Mr  Kamprad  was  speaking 
as  the  company  announced 
the  resignation  of  Anders 
Moberg.  chief  executive, 
after  13  years.  He  will  be 
replaced  by  Anders  Dahlvig, 
who  joined  Ikea  in  1983.  ”1 
don't  see  any  dramatic 
changes,  we  are  on  a good 
track  and  our  sales  are  bet- 
ter than  ever,"  Mr  Dahlvig 
said. 

Mr  Moberg  will  join  Home 
Depot,  the  US  home 
improvements  retailer,  as 
international  president  with 
the  task  of  developing  new 
markets  outside  the  Ameri- 
cas. He  will  remain  with 
Ikea  until  the  end  of  1999  to 
sort  out  problems  threaten- 
ing the  launch  of  its  Russian 
stores,  the  first  of  which  was 
to  have  opened  in  November. 
The  problems  centre  on 
import  duties  of  up  to  200 
per  cent 

Mr  Kamprad  stressed  the 
importance  of  establishing  a 
presence  in  new  markets  but 
said  the  company  had  expe- 
rienced teething  problems 
with  its  two  new  stores  in 


NEWS  DIGEST 


INSPECTION  AND  TESTING 


Lost  contracts  slash 
profits  at  SGS  by  44% 

Operating  profits  of  Soridtd  GdneraJe  tie  Surveillance,  the 
world's  biggest  inspection  and  testing  company,  fell  44 
per  cent,  to  SFrl  55.7m  ($106m)  in  1998,  the  company  said 
yesterday.  Revenues  were  roughly  unchanged  at 
SFr3.15bn  but  operating  margins  were  nearly  halved  to  4.9 
per  cent,  reflecting  the  loss  of  two  important  contracts  in 
Pakistan  and  Indonesia  and  lower  revenues  on  the  remain- 
ing government  inspection  contracts.  SGS  had  already 
^ warned  that  it  would  report  a net  loss  of  around  SFr300m, 
* because  of  the  need  for  restructuring  charges  and  extra 
provisions  for  its  traditionally  highly  profitable  government 
contracts  business.  SGS's  bearer  shares  were  unchanged 
at  SFrl  ,175  after  it  reported  a SFr289.7m  loss  for  1998 
and  confirmed  that  it  was  passing  its  dividend.  SGS's  new 
management  team,  shortly  to  be  strengthened  by  a new 
head  of  human  resources  and  a global  marketing  chief, 
remains  committed  to  restoring  margins  to  SGS's  tradi- 
tional 10  per  cent  However,  analysts  have  questioned 
whether  it  is  achievable  since  the  profitability  of  SGS’s 
government  contract  business  has  shrunk  dramatically,  fol- 
lowing the  loss  of  the  two  contracts,  and  only  one  of  the 
other  five  core  businesses  Is  generating  margins  of  over 
10  per  cent  The  heavy  cash  outflow  was  halted  in  the 
second  half  of  1998  and  SGS  ended  1998  with  net  cash  of 
SFr85m  against  SFr336.8m  In  1997.  Its  cash  position 
should  be  substantially  strengthened  by  the  forthcoming 
sale  of  its  toss  adjusting  business  which  is  expected  to  be 
finalised  by  mid-year.  William  HaU,  Zurich 

CZECH  REPUBLIC 


Komercni  moves  into  loss 

Komercni  Banka,  the  largest  Czech  bank  measured  by 
assets,  suffered  an  unconsolidated  net  loss  last  year  of 
Kc9.55bn  ($274m)  according  to  international  accounting 
standards,  compared  with  a profit  of  Kc528m  in  1097.  The 
bank  said  yesterday  that  operating  profits  rose  marginally 
to  Kcl  1 .42 bn  but  it  fell  into  loss  under  the  heavy  burden 
of  provisions,  that  almost  doubled  to  Kc20.96bn  from 
KcIO  76bn  a year  earlier.  The  provisions  against  potential 
loan  losses  reflected  In  part  the  decline  of  the  Czech 
economy  last  year,  with  gross  domestic  product  shnnW^ 
by  2.7  per  cent  as  wefl  as  the  depressed  outlook  for  1999. 
The  bank  was  also  forced  to  reduce  Ending  sharply  last 
year.  Jan  KoUert,  chief  executive,  said  yesterday  that  the 
hank  expected  a further  loss  this  year  as  a result  of  con- 
tinuinq  high  reserve  and  provision  requirements.  Komercni 
Banka,  which  Is  49  per  cent  state-owned,  b due  to  be  pri- 
vatised by  the  end  of  next  year  after  action  b taken  to 
reduce  the  high  share  of  non-performing  loans  i " 
ance  sheet  The  Czech  government  is  being  advised  on 
the  privatisation  by  Goldman  Sachs.  Kevin  Done,  London 


BELGIUM 


set  for  listing 


packaging  group  VPK  said  yesterday  AwouUeeak 
Epto  642.7m  (US$39m)  in  a stock  market  listing  In 
i to  help  it  continue  to  grow  faster  foan  its  com- 
ln  recent  years  turnover  grew  at  just  bdow  20per 
t the  company  expected  it  to  jump  by  33pef  cent 
46  bn  (€235 m,  $256.7m)  due  to  contnhuh«istom 
ons.  The  cash  raised  in  the  offering  win  be  used  to 
capacity  in  undulated  cardboard  in  theNether- 
)eed  up  penetration  in  the  French  packaging isec- 
o financethe  purchase  of  the  nsf^n^A?F^k. 
re  in  Belgian  Alltube.  The  sellers  are  STAK  Pack 
administrative  vehicle  b«ed  around 

tans  famHy  and 

lagement.  With  a war  ch^t  of  BF^aVPK 
, Spand  market  share  in  the  Netherlands. 


New  CEO  Anders  DahMg:  *1  don't  see  any  dramatic  changes"  AP 


China.  They  involved  diffi- 
culties in  securing  a steady 
source  of  products  from  local 
suppliers  and  the  positioning 
of  one  store  - unusually  for 
Ikea  - in  a shopping  mall- 
However,  he  hoped  more 
stores  would  be  opened  in 


China  by  the  end  of  2000. 

“We  are  eager  to  partici- 
pate in  China  and  Russia 
due  to  the  fact  that  we  are 
badly  needed  in  this  mar- 
ket,” he  said.  “They  have 
nothing  to  furnish  their  flats 
with.” 


ENERSIS  ADS  Holders 


Make  Sure  Your  Vote  Is  Counted 


Vote  Early. 

Vote  “FOR”  the  Bylaw  Amendment  as  soon  as  you 
receive  your  voting  instructions. 

Votes  must  be  received  by  Citibank,  the  depositary 
for  the  Enersis  ADSs,  no  later  than  3pm  (New  York 
City  time),  Monday  March  29, 1999.  Allow  plenty  of 
time  for  your  vote  to  be  received. 


Vote  by  Telephone  or  Internet. 

Don’t  take  any  chances.  If  your  voting  instruction 
card  allows  telephone  or  Internet  voting,  use  one 
of  these  options  by  Friday,  March  26, 1999  to  help 
ensure  your  vote  will  be  counted.  Telephone  and 
Internet  votes  must  be  cast  by  11:59  p.m.  (New 
York  City  time)  on  Sunday,  March  28, 1999. 


Missing  Your  Instructions? 

Call  your  Broker  or  Custodian  Bank  immediately  and 
ask  them  to  vote  “FOR”  the  Bylaw  Amendment  on 
your  behalf.  They  can’t  vote  without  your  specific 
Distinctions. 


You  Need  to  Vote  Again. 

Votes  from  the  last  meeting  aren’t  counted  towards 
the  re-vote. 


Questions  or  Need  Help  Voting? 

Call  D.F.  King  & Co.  toll  free  at  (800)  85*4509  or 

collect  at  (212)  26*5550.  They’ll  walk  you  through 

the  voting  options. 

Without  Your  Vote 

ENPESA’s  Tender  Offer  Can’t  Proceed 

Enersis  S JL’s  bylaws  currently  prohibit  anyone 
from  owning  more  than  32%  of  its  shares.  Two  of  the 
Chilean  pension  funds  (also  known  as  AFPs)  have 
requested  that  Enersis  shareholders  re-vote  on  an 
amendment  to  the  bylaws  which  would  increase  the 
ownership  limit  to  65%  of  Enersis’s  shares. 

Unless  the  Bylaw  Amencfcnent  is  approved,  you 
won’t  be  able  to  take  advantage  of  Endesa’s  premium 
tender  offer. 

You  already  should  have  received  your  voting 
instructions.  If  your  voting  materials  allow  you  to  vote 
by  telephone  or  the  Internet  - we  encourage  you  to  use 
one  of  these  options.  They  are  quick  and  simple. 

Iff  you  can’t  use  one  of  these  options  or  if  you  have 
not  received  your  voting  instructions,  call  your  Broker 
or  Custodian  Bank  and  instruct  them  to  vote  "FOR”  the 
Bylaw  Amendment  on  your  behalf.  They  can’t  do  this 
without  your  instructions  and  they  need  time  to  process 
your  request.  So  call  them  right  awayL 

As  a last  resort,  mail  the  voting  instructions  by 
overnight  mail.  Make  sure  they  will  be  received  by 
Citibank  no  later  than  Monday  morning,  March  29, 

1999,  to  help  ensure  they  will  be  counted  by  the 
deadline.  But  don’t  forget  to  check  the  box  "FOR” 
the  Bylaw  Amenchnent. 

Every  ADS  Holders  vote  is  extremely  important 
because  the  Bylaw  Amencfanent  requires  the  approval  erf 
75%  of  an  Enersis  shares,  if  you  don’t  vote  “FOR”  the 
Bylaw  Amendment,  you  will  effectively  have  voted 
against  the  Bylaw  Amendment. 


ENDESA,  S.A. 


(XK  King  & Co.  can  answer  your  questions  and  assist  you  wfth  voting. 
CaD  them  toll  free  at  (800)  859-8509  or  collect  at  (212)  269-5550. 
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PROPERTY  TARGET  DISMISSES  OFFER  AS^DERISORY^ 


Delancey  makes  £2I2m  bid  for  Greycoat 


By  Momra  Cohen 

Delancey  Estates,  the 
property  company  run  by 
James  Ritblat.  t be  son  of 
John  Ritblat.  chairman  and 
chief  executive  of  British 
Land,  has  made  an  all-paper 
bid  for  Greycoat,  a larger 
rival,  valuing  U at  £212m 
($346m), 

The  move  reflects  growing 
discontent  among  sharehold- 
ers in  smaller  property  com- 
panies over  the  sector's  30 


A slick  strategic  approach  to  oil  exploration 

^ ^ B ThoroJd  Barker  looks  at  how  the  end  of  the  i-fflfj !i  jme 

to  seek 


per  cent  relative  under- 
performance  against  the 
FTSE  All-Share  index  last 
year.  Shares  in  the  compa- 
nies are  trading  at  discounts 
to  net  assets  of  about  20  per 
cent.  Investors  are  putting 
pressure  on  managements  to 
merge  or  liquidate  assets  to 
improve  returns. 

Greycoat  s chief  executive, 
Peter  Thornton,  yesterday 
dismissed  the  offer  of  two 
new  Delancey  shares  for  one 
Greycoat  share  as  “deri- 


sory"- He  said  that  if  the 
company  were  liquidated, 
shareholders  would  realise 
better  cash  returns  than 
Delancey's  all-paper  offer. 

Greycoat  said  it  had  been 
reviewing  options  for 
improving  shareholder 
returns  with  its  investment 
hank,  NM  Rothschild,  since 
late  last  year.  The  company 
said  it  had  decided  to 
announce  plans  to  find  a 
buyer  with  year-end  results 
In  a few  weeks’  time,  “We 


had  decided  we  would  seek 
offers  for  the  company  fol- 
lowing this  review,"  Mr 
Thornton  said.  “The  com- 
pany believes  this  announce- 
ment is  intended  to  tbwart 
that  process." 

Greycoat's  shares  soared 
from  168V*p  to  200p  while 
Delancey’s  fell  3p  to  close  at 
97Hp,  a move  analysts  said 
suggested  investors  expect 
another  bidder  to  emerge. 

Analysts  are  forecasting 
the  company's  1996  net  asset 


value  at  240p  to  250p.  Grey- 
coat has  losses  for  tax  pur- 
poses of  £140m,  split  evenly 
between  revenue  and  capital 
gains.  “Our  effective  tax  rate 
is  zero,"  Mr  Thornton  said, 
explaining  why  he  believed  a 
bid  should  put  a higher  price 
on  Greycoat 

Greycoat  shareholders 
said  they  welcomed  a bid  but 
were  reluctant  to  accept  a 
paper  offer  from  another 
small  property  company. 

Delancey  is  controlled  by 


investors  associated  with 
George  Soros’  Quantum 
Fund  and  the  family  of  John 
Ritblat.  Mr  Ritblat,  acting  as 
part  of  a concert  party,  had 
acquired  a 29.74  per  cent 
stake  in  Delancey  through 
the  sale  of  properties  for 
shares.  Last  May,  Delancey 
miri  funds  associated  with 
Mr  Soros  would  invest  a fur- 
ther £lQQ.4m,  giving  them  a 
70  per  cent  stake  and  that 
$23  Sm  would  be  raised  from 
the  sale  of  new  shares. 


E&P  sector  will  affect  UK  upstream  stocks 


purchases 

By  ThoroW  Barker 

Monument  Oil  & Gas.  the 
exploration  and  production 
company,  yesterday  said  it 
had  £250m  ($408m)  available 
to  pursue  options,  including 
asset  purchases,  a corporate 
acquisition  or  development 
of  existing  fields  in  areas 
such  as  Iran. 

Tim  Eggar.  chief  execu- 
tive. said:  “It  is  a time  of  real 
turmoil  in  the  industry, 
making  opportunities  for  a 
company  in  a strong  finan- 
cial position."  The  company 
did  not  rule  out  returning 
cash  to  shareholders. 

Monument's  position 
stems  from  last  years'  £95m 
rights  issue  and  financial 
restructuring,  and  £ll7m  in 
gains  arising  from  its  rene- 
gotiation last  October  of  gas 
contracts  with  PowerGen  in 
Liverpool  Bay. 

The  comments  accompan- 
ied a fall  in  net  profits  to 
£7.5m  (£i9.6m)  for  1998  as  a 
result  of  the  low  oil  price. 
The  results  were  unaffected 
by  asset  write-downs  which 
have  hit  other  oil  companies 
and  were  cushioned  by  gas 
contracts  with  PowerGen. 
worth  about  $22  a barrel  of 
ail  equivalent,  against  an 
average  of  $13.34  last  year. 

Production  rose  to  22,300 
(22,200)  boe  a day.  but  the 
key  Liverpool  Bay  field 
remained  well  below  maxi- 
mum production. 


Ail  change 
for  the  FTSE 


Oil  exploration  and  pro- 
duction has  given 
investors  a roller- 
coaster ride  during  its  five 
years  as  a FTSE  sector  - in 
the  first  four  years  following 
its  creation  the  sector  leapt 
in  value  by  250  per  cent, 
before  crashing  in  recent 
months  and  finishing  where 
it  started. 

Last  week's  mini-rally,  on 
the  back  of  hardening  crude 
prices,  has  come  too  late  to 
save  the  sector. 

rt  will  disappear  on  April  1 
partly  because  of  its  size  - 
the  number  of  constituents 
has  decreased  and.  at  £4.7bn 
i$7.7bn)  it  represent s only 
0.33  per  cent  of  the  FTSE 
All-Share  Index  - and  to 
bring  the  UK  into  line  with 
the  rest  of  the  FTSE  Interna- 
tional’s global  indices,  which 
have  a single  sector  for  oil 
and  gas. 

The  new  Oil  and  Gas  sec- 
tor will  be  split  into  three 
sub-sectors:  Oil-Integrated, 
Oil  and  Gas  - Exploration 
and  Production,  and  Oil- 
Services. 

But  what  effect  will  the 
demise  of  the  E&P  sector 
have  on  UK  upstream  stocks 
and  will  it  affect  their 
valuations? 

Caroline  Cook,  of  BT  Alex 
Brown,  says:  “With  no 
stocks  in  the  FTSE  100  Index 
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Dematerialisation 
of  shares 

Notice  to  EniChem  shareholders  for  the  deposit 
of  their  shares  with  an  authorised  intermediary 
for  the  dematerialisation  of  shares 

With  Con  sob  deliberation  No.  11862  of  3"*  March  1999. 
EniChem  has  been  included  among  the  “issuers  of  shares 
or  odes  in  a significant  amount  among  the  public"  there- 
fore. according  to  An.  23,  subsection  2 point  c of  the 
Consob  deliberation  no.  1 1768  of  23™  December  1 998.  the 
dematerialisabon  of  the  shares  must  be  accomplished. 
Accordingly,  from  I*  January  1 999  the  rights  and  powers 
arising  from  the  possession  of  the  shares  (vote,  dividend, 
option  etc.)  are  exercisable  only  after  their  demateriaJisa- 
tion  and  the  opening  of  a shares  account  with  an  author- 
ised intermediary. 

Shareholders  are  therefore  invited  co  deposit  their  shares 
with  an  authorised  intermediary.  For  any  further  informa- 
tion please  contact:  +39-02520.32825  or  +39-02520.32633. 

EniChem  S.pJX_ 
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THE  BOARD  OF  DIRECTORS 


and  coverage  [at  least  at 
fund  manager  level]  set  to 
shift  to  either  integrated  oil 
analysts  or  small-cap  teams, 
interest  in  the  upstream  as  a 
single  business  seems  set  to 
wane." 

Another  manager,  from  an 
active  fund,  disagrees:  “It 
will  make  no  difference  to 
us.  We  look  at  shares  on 
whether  they  are  cheap  or 
expensive.  Buying  or  selling 
because  a company  changes 
sector  is  an  irrational 
response." 

But  other  investors  may 
simply  want  general  oil 
exposure  to  balance  their 
portfolios. 

Tony  Craven  Walker, 
chairman  of  Monument 
Oil  & Gas,  says:  “Oil  compa- 
nies tend  to  go  up  and  down 
together,  whether  they  are 
big  or  small.  It’s  hard  to  see 
why  an  institution  would 
invest  in  smaller  companies, 
which  do  not  have  liquidity, 
if  they  just  want  oil  price 
exposure.” 

He  believes  the  end  of  the 
sector  will  force  upstream 
companies  to  focus  on  differ- 
entiating themselves  from 
their  rivals  to  gain  the  atten- 
tion or  investors,  and  will 
accelerate  the  divergence 
between  the  strategies  of  the 
biggest  and  smallest. 

The  sector  was  started  in 
January  1994  because  E&P 
companies,  whose  skill  was 
in  discovering  new  oil  fields, 
were  valued  on  their  assets. 

Integrated  oil  companies, 
with  the  added  dimensions 
of  chemical  production,  oil 
refining,  and  marketing, 
were  valued  on  earnings  arid 
cash  flow. 

Before  the  sector’s  cre- 
ation, Ms  Cook  says:  “Inves- 
tors had  compared  the  E&ft 
to  their  larger  diversified 


Oil  Exploration  and  Production 
Relative  to  the  All-Share  (FTSE  indices) 


competitors  and  found  them 

wanting-" 

When  the  sectors  come 
back  together  this  compari- 
son, especially  for  the  larger 
E&Ps.  is  likely  to  return. 
Enterprise  Oil  and  Lasmo, 
the  UK’s  biggest  explorers, 
have  already  made  noises 
about  improving  the  predict- 
ability of  profits  and  cash 
flow. 

Pierre  J ungels,  Enterprise 
chief  executive,  last  week 
said:  "The  industry  needs 
more  visibility  of  returns. 
We  need  to  show  we  can  go 
through  the  cycle  without 
stop  and  go.” 

Lasmo  has  gone  a step  fur- 
ther by  setting  a return  on 
capital  target. 

Becoming  minnows  in  a 
big  pool  - BP  Amoco  and 
Shell  will  account  for  97  per 


cent  of  the  new  index  - 
could  also  increase  pressure 
on  companies  to  get  bigger. 

Enterprise  and  Lasmo  are 
in  merger  discussions  to  cre- 
ate a super  E&P  force  in  the 
UK  that  would  increase 
liquidity  for  investors  and 
make  a more  balanced  port- 
folio of  assets. 

Tim  Whittaker,  of  Com- 
merzbank, says:  “Bigger 
companies  will  be  better  fol- 
lowed by  the  market,  lower- 
ing their  cost  of  capital  and 
attracting  higher  ratings." 

At  the  other  end  of  the 
scale,  the  smaller  explorers 
will  not  be  able  to  compete 
on  an  earnings  basis. 

They  are  likely  to  have  to 
change  their  strategy,  focus- 
ing purely  on  exploration 
and  making  their  returns 
from  trading  assets  rather 


than  from  developing  them. 

For  example.  Cairn  Energy 
recently  sold  50  per  cent  of 
its  Sangu  field  in  Bangla- 
desh to  Shell  for  $190m,  say- 
ing its  skill  was  in  finding 
oil,  not  managing  its 
production. 

April  1 will  not  push  val- 
ues down  or  change  strate- 
gies overnight  But  upstream 
companies  will  increasingly 
have  to  battle  to  maintain  a 
profile  with  investors. 

In  the  meantime.  Mark 
Ianotti.  of  Credit  Suisse  First 
Boston,,  says:  “It  all  depends 
on  the’ oil  price.  Investors 
will  continue  to  trade  E&P 
stocks  around  the  edges  of  a 
portfolio  because  they  can 
achieve  huge  outperform- 
ance  [as  shown  in  recent 
weeks!  when  the  ofl  price  is 
strong.” 


Morgan  Crucible 
to  cut  1,100  jobs 


ByTTioroM  Barker 

Morgan  Crucible  plans  to 
axe  1,100  jobs  this  year  as 
part  of  a restructuring  to 
refocus  the  engineering 
group  and  raise  the  profit- 
ability of  its  core  industrial 
and  ceramics  businesses. 

The  job  losses  would  take 
the  total  to  2,000  - about  13 
per  cent  of  the  workforce  - 
since  the  beginning  of  last 
year  and  create  yearly 
savings  of  about  £20m 
($33m). 

Ian  Norris,  chief  executive, 
said:  “Assuming  market  con- 
ditions are  not  going  to  pick 
up.  profit  growth  will  have 
to  come  from  driving  cost 
out  of  the  business." 

His  comments  accompan- 
ied a steep  fall  In  L99S  pre- 
tax profits  to  £33. 9m 
(£112.  lm).  The  figures,  which 
were  in  line  with  expecta- 
tions after  a profits  warning 
In  January,  included  a provi- 
sion of  £57.2m  for  losses  on 
the  sale  of  non-core  busi- 
nesses. 

A sharp  downturn  in  third 
quarter  trading  was  exacer- 


bated by  the  General  Motors 
strike  in  the  US  and  the 
deferral  of  orders  for 
ceramic  refractories  by  US 
steel  makers  as  Asian 
imports  increased.  Operating 
profits  fell  to  £i06.5m 
(£121.7mi.  Turnover  was 
£900m  (£89lmV 

The  non-core  speciality 
material  division  - most  of 
which  was  sold  last  week  for 
£170m  - was  hardest  hit, 
with  a 26  per  cent  fall  in 
operating  profits  to  £16.7m. 

Mr  Norris  said  the  group 
would  focus  on  areas  “where 
there  is  5 per  cent  growth 
and  15  per  cent  operating 
margins".  It  has  been  re-or- 
ganised from  five  divisions 
into  two:  ceramics  and  car- 
bon. 

He  detailed  plans  to  dis- 
pose of  further  non-core 
business,  representing  turn- 
over of  about  ££0m.  which 
should  be  completed  by  the 
end  of  the  year. 

The  group  will  seek  per- 
mission from  sbareholders  at 
the  annual  meeting  to  buy 
back  up  to  14.99  per  cent  of 
the  shares. 


Strong  growth  at 
Arthur  Andersen 


By  Jhn  Kelly 


Arthur  Andersen  reported  a 
19  per  cent  increase  in  1998 
revenues  to  £465m  t$758m)  - 
a strong  performance  in  the 
sector  and  further  evidence 
of  the  firm's  ability  to  put 
aside  its  long-running 
divorce  proceedings  with 
Andersen  Consulting. 

Philip  Randall,  UK  manag- 
ing partner,  signalled  the 
firm's  move  towards  provid- 
ing services  through  special- 
ist teams  that  combine  many 
professional  disciplines  - 
including  increasing 
Involvement  from  lawyers. 

“The  way  in  which  we  are 
serving  clients  is  changing 
significantly  and  the  tradi- 
tional measures  such  as  a 
breakdown  of  UK  fees  by  ser- 
vice line  is  becoming  much 
less  meaningful.  We  want  to 
get  away  from  the  old  mind- 
set.” he  said. 

Revenues  included  £22m 
from  Dundas  & Wilson  and 
£26m  from  Garretts  - the 
two  law  firms  that  are  part 
of  the  Andersen  interna- 
tional network.  “They  are 


working  with  us  on  an 
increasing  number  of 
mutual  clients,"  said  Mr 
Randall. 

Competitors  are  likely  to 
see  the  results  as  being  par- 
ticularly strong  as  the  stron- 
gest growth  was  in  consult- 
ing - an  area  Arthur 
Andersen  is  now  developing 
following  its  dispute  with 
Andersen  Consulting. 

The  two  firms  fell  out  over 
their  governance  and  cross- 
subsidy agreements.  The  dis- 
pute has  gone  to  Interna- 
tional arbitration  with 
divorce  the  likely  out- 
come. 

The  results  will  also  be 
seen  as  further  evidence 
that  Arthur  Andersen's 
integrated  worldwide  struc- 
ture has  put  it  in  a good 
position  to  serve  multina- 
tional companies. 

Mr  Randal]  said:  “During 
the  year  we  won  the  world- 
wide internal  audit  contract 
for  GEC  and  advised  its  new- 
ly-formed Marconi  Commu- 
nications group  on  integra- 
tion and  IT  systems 
implementation." 
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Greycoat 


This  is  fun:  3 hostile*  reverse 
takeover  bid  in  the  property 


Greycoat 


BUMMVC*  * ‘ SRgg  price iebbw  o me 

sector.  There  are  a number  of  ^ jwjatj  mto  __f  j 
things  wrong  with  Delan-  ' ’ "- 

cey’s  onslaught  on  Greycoat, 
but  lack  of  chutzpah  is  not 
one  of  them.  Take  the  price. 

The  I95p  a share  offer  repre- 
sents a whopping  discount  to 
estimates  of  Greycoat's  net 
asset  value  of  between  240p 
and  255p.  Greycoat's  returns 
have  been  dismal,  hut  at 
least  it  does  not  suffer  from 
two  of  the  afflictions  that 
explain  many  discounts  to 
□et  asset  value  in  the  sector. 

It  has  chunky  tax  losses  - so 

would  not  suffer  a big  tax  hit  . _,t. 

on  winding  up  the  portfolio  -.and  is  not  saddled  with 
expensive  debt  which  would  significantly  depress  NAV 
when  marked  to  market.  Second,  Delancey  s share  bid 
stands  or  falls  on  the  record  of  the  bidder.  James  Ritblat  has 
property  in  his  blood:  his  father  is  chairman  and  chief 
executive  of  British  Land.  Mr  Ritblat  Junior’s  foray  into 
property  includes  a private  property  advisory  group 
acquired  by  Delancey  last  year.  IDs  performance  there  was 
enough  to  win  the  backing  of  George  Soros,  whose  fund 
invested  in  Delancey.  Mr  Soros  knows  how  good  that  perfor- 
mance was.  The  rest  of  us  do  not.  And  it  Is  still  too  soon  to 
judge  Delancey’s  investment  record  since  its  transformation 
from  small  fry  into  bigger  fish. 

Greycoat's  days  are  numbered  and  its  shareholders  will 
not  miss  it.  Delancey  deserves  credit  for  precipitating  the 
auction.  Roll  on  that  cash  offer. 

Takeover  rules 

Electra  has  made  much  of  the  fact  that  3i’s  hostile  offer 
contains  a condition  allowing  the  bidder  to  withdraw  if  the 
FTSE  All-share  index  falls  by  more  than  10  per  cent.  It 
tViinirc  this  disadvantages  sbareholders  by  making  the  bid 
less  likely  to  be  completed.  This  is  true,  but  unfair  if  Electra 
is  implying  3i  is  up  to  anything  murky.  The  UK's  takeover 
rules  allow  investment  trusts  to  set  such  conditions  because 
holding  shares  is  their  business.  And  given  the  structure  of 
3i's  bid  - 45  per  cent  in  cash  - its  shareholders  might  have 
killed  it  had  there  not  been  downside  protection.  This  would 
not  have  advantaged  Electra's  investors.  Nonetheless,  the 
condition  still  looks  weak-kneed.  It  seems  desirable  bidders 
should  shoulder  as  much  market  risk  as  possible.  In  St's 
case,  where  it  has  made  a first  and  final  bid,  it  could  have 
shortened  the  timetable. 
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Glaxo  treatment  for 
diabetes  rejected 

Glaxo  Wellcome  yesterday  had  a drug  application  rejected 
for  the  second  time  in  as  many  months  when  the  Medi- 
cines Control  Agency  refused  to  reintroduce  Romozin,  a 
treatment  for  adults  who  develop  diabetes.  Under 
Europe's  mutual  recognition  system,  the  decision  by  the 
UK  agency  means  Romozin  - one  of  a new  class  erf  drugs 
called  giitazones  - is  unlikely  to  be  approved  anywhere  fen 
the  European  Union.  Analysts  said  the  rejection,  prompted 
by  concerns  over  side-effects,  was  not  entirely  unexpected 
and  was  unlikely  to  affect  Glaxo’s  financial  performance. 
Diabetes  drugs  are  cheaper  in  Europe  than  in  the  US. 

The  news,  however,  comes  as  a fillip  to  Smith  Kline  Bee- 
cham,  which  has  high  hopes  for  its  own  glitazone,  Avan- 
dia.  The  US  Food  and  Drug  Administration  is  due  to  make 
a decision  on  Avandia  next  month. 

Glaxo,  which  licensed  Romozin  from  Sankyo  Pharma  of 
Japan,  voluntarily  withdrew  it  from  the  European  market  in 
December  1997  after  safety  concerns.  It  resubmitted  it  last 
year  after  Warner-Lambert,  which  markets  it  as  Rezulln  in 
the  US.  developed  a fiver-monitoring  test  designed  to  warn 
doctors  when  adverse  reactions  might  occur.  The  MCA 
decided  that,  despite  such  measures,  risks  still  outweighed 
benefits.  Last  month,  an  FDA  advisory  committee  sur- 
prised Glaxo  by  failing  to  approve  Relenza,  a flu  therapy. 
David  Pilfing 
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TI  bolsters  aerospace  unit 

n,  the  engineering  company,  has  bought  Trl- Manufactur- 
ing, an  Indiana-based  maker  of  parts  for  jet  engines,  from 
General  Electric  of  the  US  for  $58m.  Tri-Manufacturing  had 
sales  last  year  of  $64m.  It  will  be  incorporated  into  TVs 
turbine  engine  components  business,  which  has  annual 
sales  of  about  £7  50m.  TI  said  the  business  would 
strengthen  its  ability  to  make  parts  for  aerospace  engine 
makers  including  GE.  Pratt  & Whitney,  also  of  the  US,  and 
Rolls-Royce  of  the  UK.  It  is  keen  to  double  its  aerospace 
sales,  which  accounted  for  about  a quarter  of  total  reve- 
nues of  £2.2bn  fast  year,  it  has  recently  completed  a deal 
in  which  Kohlberg  Kravis  Roberts,  the  US  investment 
group,  has  taken  a 4.9  per  cent  stake.  KKR  will  help  TI 
look  for  acquisitions  worldwide.  Peter  Marsh 
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Sun  joins  Symbian  venture 
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The  Symbian  communications  alliance  has  received  its 
second  big  boost  in  less  than  a week  with  the  news  that 
Sun  Microsystems,  the  US  computer  manufacturer,  has 
signed  up  as  a partner  to  support  the  move  towards  an 
industry  standard  for  the  next  generation  of  mobile 
devices.  The  addition  of  Sun  to  the  Symbian  venture, 
which  rs  owned  by  Nokia,  Ericsson,  Motorola  and  Psion,  is 
tne  most  significant  move  since  it  was  formed  last  year 
The  US  group  will  use  its  Java  software  along  with  Sym- 
bian  s Epoc  operating  system  as  the  basis  of  a range  of 
devices  that  will  harness  the  communications  capabilities 
of  mobile  phones  to  the  power  of  hand-held  corroutere. 

Sun  s decision  to  link  with  Symbian  will  put  further  pres- 
sure on  Microsoft,  the  US  software  group,  which  had 
hoped  to  make  rts  CE  operating  system  as  powerful  in  the 
consumer  market  as  Windows  98  is  for  the  desktop  com- 
puter. Shares  in  Psion  fell  lip  to  954p.  <*££& 
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Scoot  in  link  with  Energis 

Scoot.com,  the  on-line  services  directory  qrouo  auoted  in 
London  and  on  Nasdaq,  has  InkJ^Sfc 
communications  operator.  Scoot  provides  iS^re  vrifo 
t^ephona  numbers  for  (he 

dharge  while  rts  advertisers  pay  an  ave/agV of  £80? a year 
Energis  will  provide  advertisers  with  a leased  tfnemnn**- 
■"9*-"  £ free  of  charge.  InquiSfSiX 
swltduri  through  to  the  appropriate IdvertisJ  who  will 

kS  «Ctl0n’  80001  *hich 

financial  y®ar»  will  benefit 
from  payments  each  time  its  service  Is  irtrri  cno_i.  „,j« 

benefit  from  increased  traffic  S teSriT® 
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EURO  PRICES 


EQUITIES 


Profit-taking  and  patience  induce  drift 


CURRENCIES  & WONEY 


EURO  SPOT  FORWARD  AGAINST  THE  EURO 


EUROPEAN  OVERVIEW 

by  Vincent  Boland 

Sharp  rises  in  selected 
stocks  riding  on  Europe's 
mergers  and  acquisitions 
bandwagon  failed  to  prevent 
wider  markets  from  falling 
slightly  yesterday. 

Even  the  Italian  bourse 
could  not  gain  ground  in 
spite  of  hectic  trading  in  the 
banking  sector,  subject  of 

FTSE  Eurobktc  100 

index 


the  current  round  of  bid 
fever. 

Profit -taking  and  a general 
wait-and-see  attitude 
towards  further  European 
corporate  restructuring  were 
behind  the  drift,  analysts 
said.  The  underlying  tone  of 
the  markets  remained  gener- 
ally positive,  however, 
including  on  the  earnings 
front,  where  the  news  so  far 
this  year  has  not  been  as 
bleak  as  forecast. 


The  euro  remained  weak 
against  the  dollar  and  inves- 
tors. warming  again  to  the 
oil  sector,  were  watching 
today's  Opec  meeting  in 
Vienna  for  clues  to  longer- 
term  oil  prices  and  what 
they  might  mean  for  equity 
markets  and  sector  strategy. 

"The  best  sector  strategy 
through  the  period  of  1990s 
disinflation  has  been  to 
favour  financials  and  secular 
growth  stocks  over  more 


economically  sensitive  cycli- 
cal and  consumer  sectors." 
Salomon  Smith  Barney  said 
in  its  latest  European  strat- 
egy report.  "An  oil-driven 
injection  of  inflation  into  the 
world  economy,  pushing  up 
interest  rates  and  bond 
yields,  could  be  big  enough 
to  throw  this  strategy  into 
reverse  for  a year  or  two.” 

The  FTSE  Eurotop  300 
index  closed  6.38  points 
lower  at  1.251.72,  while  the 
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FTSE  Eurotop  100  index  fell 
15.72  to  2*895.32,  The  FTSE 
Ebloc  index  of  stocks  in 
euro-zone  markets  fell  10.28 
to  1.039.94. 

Most  attention  was  on  Ital- 
ian banks,  where  two  poten- 
tial mergers  that  could 
transform  the  industry  are 
in  train.  The  two  targets. 
Banca  di  Roma  and  Banca 
Commerciale  Italians, 
climbed  10  cents  to  €1.52  and 
■JO  cents  to  €7.57  respec- 
tively. although  they  had 
been  much  higher  in  early 
trading. 

UniCredito  Italiano.  which 
has  made  an  all-sbare  offer 
for  BCi.  tell  30  cents  to  €5. 
while  San  Paolo- IM1,  seeking 
to  merge  with  Banca  di 
Roma,  fell  €1  to  €14.95. 

Bidders  in  other  sectors 
also  fell  back.  Pinault-Prin- 
temps-Redoute,  bidding  for 
fashion  house  Gucci,  fell  €6 
to  €144.  while  LVMH.  which 
has  made  a counter-offer, 
closed  20  cents  lower  at  €234. 
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The  CASTORAMA  Group 
1998  Earnings 


7 998  saw  a return  to  growth  for 
the  CASTORAMA  Group  as  it 
continued  its  policy  of  international 
expansion. 

The  consolidation  of  the  B & Q 
company,  the  fop  home 
improvement  company  in  Great 
Britain,  which  was  completed  in 
late  December  1 998,  will  prove  to 
be  a major  asset  for  the 
CASTORAMA  Group  in  terms  of 
international  competition. 

The  CASTORAMA  Group  is  made 
up  of  over  40,000  persons  and 
uses  a wide  variety  of  marketing 
concepts  that  give  it  an  advantage 
in  the  various  markets  in  which  it 
operates. 


HIGHLIGHTS 

The  CASTORAMA  Group  opened  six  stores  overseas,  one 
CASTORAMA  store  in  France  and  continued  to  develop  the 
BRICO  DEPOT  brand  name. 

The  Annual  Meeting  of  December  18. 1998  approved  the 
contribution  of  B & O to  CASTORAMA  and  the  introduction  of 
KINGFISHER  pic  in  the  fully  diluted  capital  ol  CASTORAMA 
Dubois  Investissements  SCA  (54.6%). 

EARNINGS  (in  Millions) 


1998 

1997 

Increase 

€ 

francs 

€ 

francs 

% 

Sales  inct.  taxes 

3,683 

24,161 

3,215 

21.092 

+ 14.6 

Net  sales 

3,054 

20,227 

2.692 

17,659 

+ 14.5 

Operating  income 

188 

1,235 

157 

1.029 

+ 20.0 

Net  exceptional  Kerns 

- 15 

-98 

-31 

-203 



Consolidated  net  profit 

83 

543 

53 

349 

+ 55.7 

Net  profit  before 
exceptional  items 

(Group  share)  88  577  71  465  + 24.2 


COMMENTS  ON  EARNINGS 

The  1998  figures  above  include  the  B & O operations  as  from 
December  18, 1998. 

Sales  totalled  FRF  24,161  billion  Including  taxes,  a 14. 6% 
increase  over  the  previous  year.  At  comparable  scope  and 
exchange  rates,  this  is  a 11.7%  increase,  and  on  a constant 
structure,  it  represents  a 4.7%.  Operating  profits  for  1998  were 
up  by  20%. 

-The  next  Annual  Shareholders’  Meeting  will  have  to  rule  on  the 
distribution  of  a dividend  of  1 .90  euro  (FRF  12.46)  per  share,  or 
2.85  euros  including  the  tax  credit,  a 13%  increase  over  last  year. 

A recommendation  will  also  be  made  to  the  shareholders  to  set 
the  closing  date  of  the  corporate  financial  year  of  the  company 
CASTORAMA  Dubois  Investissements  SCA  at  January  31 
of  each  year.  Accordingly,  the  current  financial  year  lasting  for 
the  unusual  period  of  thirteen  months  will  be  closed  on 
January  31,2000. 

EXPANSION  IN  1999 

The  CASTORAMA  Group  has  plans  to  expand  rapidly.  To  date, 
these  plans  include  the  creation  of  twenty-four  new  stares 
representing  additional  floor  space  of  nearly  250,000  square 
meters. 


For  further  information,  please  contact  us 
CASTORAMA  - Investors  Relations  59175  7EMPLEMARS 
Tel:  (33)  3 201675  11-  Fax:  (33)  320167750 
Internet : http://www.castorama.fr 
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Traders  shun 
Liffe  10-year 
swap  future 


By  Arkady  Ostrovsky 

The  London  International 
Financial  Futures  and 
Options  Exchange  placed 
great  hopes  on  its  10-year 
swap  future  when  it  was 
launched  last  year. 

t.iffa  had  hoped  the  con- 
tract based  on  the  high  vol- 
ume over-the-counter  swaps 
market,  would  help  retrieve 
some  of  the  business  lost 
when  its  10-year  German 
tiling  future  moved  to  Frank- 
furt. But  five  months  on.  the 
contract  has  failed  to  take 
off.  It  is  all  but  ignored  by 
investors  and  is  traded  only 
“spasmodically",  according 
to  one  if  its  creators. 

"It  was  a bold  and  brave 
attempt  by  Liffe  to  introduce 
a swaps  contract,  but  it  was 
flawed  because  it  did  not 
have  the  support  of  the  mar- 
ket," said  Steve  Major,  bond 
strategist  at  ING  Barings. 

The  contract  - the 
so-called  EuriborFinanced- 
Bond  fEFBj  - is  based  on  the 
swap  rate  curve.  The  cune 
is  calculated  from  the  rate  at 
which  fixed  rate  money  is 
swapped  into  floating-rate 
money. 

The  swap  curve,  in  other 
words,  is  the  extension  of 
the  Libor  or  Euribor  curve  to 
longer  maturities  and  is 
based  on  inter-bank  lending 
as  opposed  to  government 
credit.  Liffe 's  instrument 
was  designed  to  enable 
investors  to  hedge  their 
exposure  to  the  swaps 
market. 

However,  unlike  a bond 
future,  a swaps  contract  is  a 
purely  notional  product  with 
no  underlying  cash  instru- 
ment. Guy  Simpkin,  director 
of  product  development  at 
Liffe.  argues  that  one  of  the 
advantages  of  any  swap 
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future.  Is  that  it  would  not  - 
unlike  a bond  future  - be 
vulnerable  to  liquidity 
''squeezes"  because  the 
swaps  market  is  not  con- 
fined to  a finite  supply  of 
underlying  instruments. 

In  addition,  the  swaps 
market  is  deeply  liquid  in  its 
own  right.  With  nominal 
outstandings  of  €7J04bn,  It 
is  more  that  IP  times  the  size 
of  the  German  government 
bond  market,  according  to 
Liffe.  These  are  just  some  of 
the  reasons  why  a swap 
future  was  supposed  to  win 
the  market's  support.  But 
traders  refused  to  take  it  on 
board,  saying  it  is  too  com- 
plicated to  trade. 

Privately,  traders  agree 
Liffe 's  attempt  at  co-opting 
the  swap  market  was  not  in 
the  interest  of  banks, 
because  it  threatened  to 
undermine  their  lucrative 
share  of  the  business.  Swaps 
are  unlisted  instruments  and 
banks  can  set  their  own 
prices  for  providing  the  ser- 
vice of  swapping  fixed  into 
floating-rate  money, 

"If  all  we  have  to  do  is  to 
provide  access  to  Liffe's  con- 
tract. rather  than  the  service 
itself,  we  will  not  be  able  to 
make  a good  profit  margin." 
said  one  banker. 

But  Liffe  is  still  deter- 
mined to  make  the  contract 
work.  Mr  Simpkin  argues 
that  opening  the  swaps  mar- 
ket to  a broader  universe 
would  benefit  everyone, 
including  the  banks. 

He  blamed  poor  timing  for 
the  failure  of  the  contract. 
“We  launched  this  product 
immediately  after  the  Rus- 
sian crisis  and  the  near  col- 
lapse of  the  LTCM.  when 
investors  bad  little  appetite 
for  any  innovation.  It  was 
the  worst  possible  time.” 
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Europe  marginally  lower 


By  Bertrand  Benoit  in  London 
and  John  Labate  In  New  Yoik 

European  government  bond 
prices  fell  marginally  yester- 
day in  the  wake  of  a US 
Treasury  sell-off  late  on 
Friday. 

Last  week's  drop  in  US 
Treasury  prices  was  sparked 
by  fears  of  oversupply  as 
AT&T,  the  US  telecommuni- 
cations giant,  was  expected 
to  issue  up  to  Slltm  worth  of 
bonds.  These  fears  subsided 
yesterday  when  the  com- 
pany issued  a S7bn  bond. 

Treasury  prices  were  also 
affected  by  fears  of  inflation- 
ary pressures  from  rising  oil 
prices.  Rumours  that  Robert 
Rubin,  the  Treasury  secre- 
tary, would  resign  also 
affected  sentiment. 


US  Treasuries  were  mixed 
in  morning  trading,  but 
prices  had  steadied  by  mid- 
day. By  early  afternoon  the 
30-year  bond,  the  benchmark 
for  long-term  US  interest 
rates,  had  gained  % to  96, 
sending  the  yield  down  to 
5.524  per  cent 
Among  shorter-term  issues 
the  10-year  note  was  up  % at 
96%,  yielding  5.165  per  cent 
and  the  two-year  note  was 
unchanged  at  993,  yielding 
5.050  per  cent 
“It's  entirely  a deal-driven 
market  today,  but  volume  is 
slightly  positive."  said  Ken 
Fan,  US  bond  strategist  at 
Paribas  Capital  Markets. 

US  Treasuries  found  some 
comfort  in  an  unofficial 
report  that  the  US  govern- 
ment was  set  to  redeem 
SlOObn  of  bonds  in  the  sec- 
ond quarter  of  the  year.  This 


could  boost  prices  by  tight- 
ening the  supply  of  Treasury 
paper. 

“The  second  quarter  is 
generally  a good  one  for  the 
Treasury,  but  the  budget 
surplus  will  make  this 
redemption  exceptional," 
said  Phyllis  Reed  at  Barclays 
Capital 

European  bond  prices 
edged  lower,  taking  their  cue 
from  Treasuries.  The  bench- 
mark 10-year  German  bund 
future  fell  0.15  points  to 

114.27. 

The  market  reacted  nega- 
tively to  news  that  the  Ger- 
man government  would 
issue  €22bn  worth  of  bonds 
in  the  second  quarter  - €2hn 
more  than  expected. 

Long-term  paper  was  par- 
ticularly weak  as  the  Bund- 
esbank prepared  to  auction 
€5bn  of  its  new  10-year  bond. 


The  yield  on  the  10-year 
bund  rose  by  6 basis  points 
to  3.97  per  cent 

UK  gilts  were  also  weaker, 
with  the  10-year  gilt  future 
settling  0.15  points  lower  at 
116.80  on  Liffe. 

Gilts  fell  in  spite  of  news 
that  the  Office  of  National 
Statistics  cut  its  fourth-quar- 
ter 1998  GDP  growth  figure 
from  02  per  cent  to  0.1  per 
cent,  with  annual  growth 
down  to  l.l  per  cent  from  12 
per  cent 

“This  is  the  lowest  level 
since  the  recession  in  1992, 
and  that  should  be  good 
news  for  the  gilts  market," 
said  Joanne  Collins  at  Daiwa 
Europe. 

The  spread  on  the  euro- 
denominated  swaps  curve 
tightened  by  between  2 and 
22  basis  points  across  most 
maturities. 


BAT  makes  second  foray  in  euros 


NEW  ISSUES 


New  international  bond  issues 


By  Edward  Luce,  Capital 
Markets  Editor 


British  American  Tobacco 
made  its  second  foray  into 
the  euro-denominated  bond 
market  with  an  €lbn  offer- 
ing. The  bond,  somewhat 
overshadowed  by  the  $7bn 
offering  from  AT&T,  was 
well-received,  in  spite  of  sug- 
gestions that  the  European 
corporate  bond  market  was 
suffering  from  over-supply. 

It  was  priced  to  yield  88 
basis  points  over  the  five- 
year  benchmark.  BAT’S  pre- 
vious 10-year  €L7bn  offering 
was  trading  at  a spread  of 
about  120  basis  points  over 
its  benchmark  last  nighL 

“The  market  isn't  stuffed 
full  yet,”  said  one  syndicate 
official.  “But  it  responds 
much  better  to  deals  tbat 
have  been  sensitively  mar- 
keted before  launch.” 

Morocco  made  a rare  visit 
to  the  markets  with  an 
€138m  offering  guaranteed 
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by  the  French  development 
agency.  The  bond,  which 
will  refinance  some  of 
Morocco's  existing  bilateral 
debt  with  France,  was  its 


BOND  FUTURES  AND  OPTIONS 

France 

■ NOnOHAL  BH0  BOND  FUTURES  (MATT)  €100.000 


first  issue  since  1986. 

Abbey  National  added  to 
the  growing  list  of  names  to 
launch  subordinated  debt 
denominated  in  euros  with  a 
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perpetual  step-dawn  bond. 
The  offering,  targeted  at 
retail  investors,  follows  a 
number  of  similar  deals  by 
Spanish  banks. 
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CFTC  to  discuss  rule  changes 

The  Commodity  Futures  Trading  Commission,  the  US  ^ 
futures  industry  regulator,  plans  to  hold  a “round-table 
within  the  next  three  to  four  weeks,  to  discuss  proposed 
rules  under  which  foreign  electronic  exchanges  would  be 
allowed  to  access  directly  US-based  customers.  The  draft 
rules,  published  last  week,  have  proved  highly  controver- 
sial, with  large  trading  firms  claiming  that  they  were  unnec- 
essarily burdensome  and  complex,  and  some  non-US 
exchanges  arguing  that  they  would  further  delay  access  to 
the  valuable  US  market  Nikki  Tait,  Chicago 

EQUITY  INDICES 

Stoxx  to  launch  new  products 

Stoxx,  the  company  that  runs  the  Dow  Jones  Stoxx  equity 
indices,  is  to  launch  two  new  index  products  next  month, 
and  has  streamlined  its  existing  sub-index  family.  Stoxx 
will  launch  the  Dow  Jones  Stoxx  Europe  ex-Euro  index*  to 
cover  western  European  countries  not  in  the  euro-zone  - 
Denmark,  Greece,  Norway,  Sweden,  Switzerland  and  the 
UK.  it  is  also  launching  the  Dow  Jones  Stoxx  ex-UK  indi- 
ces, comprising  the  Dow  Jones  Stoxx  ex-UK  and  19  sub- 
indices  covering  market  sectors  excluding  UK  companies. 
Vincent  Boland 
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DIGEST  

SOVEREIGN  ISSUES 

Hungary  expected  soon 
with  $750m  global  bond 

Hungary  Is  expected  to  tap  the 

in  the  next  few  days  with  the  esue  a 1^ 

global  bond,  its  second  severed 

months. The  bond  will  be  lead-managed 

Smith  Barney  and  ABN  Amro  and  be  presented 

umnk  at  roadshows  fn  London  and  the  uo. 

e-  global  t»Kl»  be  laungedpy 

a borrower  from  eastern  Europe.  It  will  be  fully 

with  the  US  Securities  and  Exchange 

ing  it  be  sold  to  any  investors  m the  US,  and  it  will  have  a 

European  fisting  in  Luxembourg.  u.m^aru'c 

ThsUS  dollar  bond  will  follow  the  launch  of  Hungary  s 
first  euro-denominated  bond  in  January,  when  braised  _ 
€500m  in  a 10-year  issue  led  by  J.P.  Morgan  and  DG  Bank 
at  a yield  spread  of  87  basis  points  over  equivalent  bunds. 

Hungary  will  be  the  first  sovereign  issuer  from  eastern 
Europe  this  year  to  tap  the  dollar  market  It  follows  euro- 
denominated  bonds  by  Croatia,  Slovenia,  Hungary  itself, 
and  from  Lithuania  yesterday.  -a*,,**, 

Hungary  has  some  $1.9bn  In  foreign  state  debt  maturing 
this  year,  which  it  is  planning  to  repay  through  foreign 
bond  issues.  With  the  latest  issue  it  will  have  raised  about 
$1.3bn  in  the  first  three  months  of  the  year.  Kevin  Done 
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Euro  suffers  jitters  in  wary  markets 


By  Abn  Beattie  and  Melanie 
Carrofl 
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The  euro  had  a jittery  day 
yesterday  in  thin  trade  as 
markets  looked  forward  to 
the  week's  European  Union 

summit. 

The  euro  made  big  gains 
late  in  the  London  session 
after  morning  losses.  But 
analysts  said  that,  despite  its 
dramatic  appearance,  the 
euro’s  jump  was  exaggerated 
by  thin  trade. 

David  Bloom,  currency 
economist  at  HSBC,  said  it 
usually  took  more  work  for 
the  euro  to  gain  than  lose 
ground.  . 

"There  was  a small  claw- 
back this  afternoon  after 
being  only  100  points  off  its 
all-time  low  this  morning.  It 
took  real  fundamental  sto- 
ries to  get  the  euro  back  up 
last  week,  then  those  gains 
drop  away  without  an  expla- 
■^■yation,”  Mr  Bloom  said. 

■i  The  euro  closed  in  London 


at  *1.091,  up  from  session 
lows  of  around  Si  .085. 

Meanwhile,  the  yen  held 
its  place  in  the  spotlight  yes- 
terday. despite  light  holiday 
trading  in  Japan. 

The  currency  opened  in 
London  on  a one-month 
high,  partly  caused  by  the 
continued  repatriation  of 
funds  leading  up  to  the  end 
of  the  fiscal  year,  and  closed 
at  Y117.9. 

® The  EU  summit  may  pro- 
vide short-term  support  for 
the  euro  if  Romano  Prodi. 
the  former  Italian  prime 
minister,  is  elected  as  Com- 
mission president,  analysts 
said  yesterday. 

Paul  Downs.  European 
regional  director  at  Thom- 
son Global  Markets,  said  the 
euro  could  reach  around 
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*1.10  next  week  if  Mr  Prodi 
is  elected  later  this  week. 

“The  Berlin  summit  could 
be  make  or  break  for  the 
currency  in  the  short  terra," 
Mr  Downs  said.  "Mr  Prodi  is 
a respected  figure  and  origi- 
nally got  Italy  into  the  single 
currency.  He's  also  one  of 
the  few  Italian  politicians 
untainted  by  scandal,"  he 
added. 

■ Rising  oil  prices  and 
recovering  consumer  confi- 
dence marginally  out- 
weighed a downward  revi- 
sion to  economic  growth 
yesterday,  pushing  expecta- 
tions of  interest  rates  higher. 

Short  sterling  contracts 
opened  lower  after  the  GOC 
survey  showed  that  consum- 
ers' confidence  in  March  was 
the  highest  since  last  June. 

The  Bank  of  England  cited 
strong  survey  evidence  as 
one  of  the  reasons  for  its 
decision  to  keep  interest 
rates  on  hold  in  March. 

Rate  expectations  were 
also  boosted  by  the  recent 


Storting 

Against  ite  dote  (S  per  £) 
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rise  in  oil  prices.  Falling 
energy  costs  have  helped  to 
keep  consumer  price  infla- 
tion low  In  the  UK  as  else- 
where in  recent  months. 

But  a downward  revision 
to  gross  domestic  product  in 
the  fourth  quarter  of  199S 
helped  short  sterling  to  trim 
its  losses. 

By  the  close  of  trading  in 
London,  short  sterling  con- 
tracts at  the  front  end  of  the 


strip  were  down  only  a cou- 
ple of  basis  points,  with  the 
June  contract  continuing  to 
price  in  Interest  rates  falling 
to  around  5 per  cent. 

Aongus  Buckley  of  GN1  in 
London  said  that  he  thought 
that  level  still  looked  some- 
what optimistic,  and  that 
two  25  basts  point  cuts  were 
unlikely  by  June.  “I  would 
prefer  to  be  short  rather 
than  long  June  short  ster- 
ling. priced  where  it  is  at  the 
moment,”  he  said. 

■ The  increase  in  crude  oil 
prices  as  expectations  grew 
of  substantial  supply  cuts 
pushed  oil-exporting  curren- 
cies higher  yesterday. 

Traditional  petro-curren- 
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cies  had  wobbled  at  the  end 
of  last  week  as  many  in  the 
market  had  wondered 
whether  the  OPEC  agree- 
ment could  be  made  to  stick 
at  a time  when  many  oil 
exporters  are  desperate  for 
export  revenue. 

But  yesterday's  rise  In  oil 
prices  as  the  prospect  of  a 
deal  came  closer  consoli- 
dated recent  gains  in  the 
Norwegian  krone  and 
pushed  the  Australian  dollar 
higher. 

However,  the  Mexican 
peso,  less  well  known  as  a 
beneficiary  of  oil  price  rises, 
fell  yesterday  after  rising 
towards  the  end  of  last  week. 
The  peso  has  recently  appre- 
ciated against  the  dollar. 

Some  analysts  were  scepti- 
cal that  the  rally  in  oil  prices 
would  last.  "There  may  be  a 
slightly  stronger  will  behind 
the  OPEC  cuts  this  time,  but 
the  oil  price  recovery  still 
looks  a little  overdone,"  said 
Paul  Bednarczyk  of  the  eco- 
nomic consultancy  4Cast  in 
London. 
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■ THREE  month  qjrOOR  PU1PRE8  iMAIWftrt:  WBriank  eflareti  mw 


Open 

San  price 

Change 

High 

Low 

EaL  VDl 

Open  ht 

Jui 

97.11 

97.10 

-0.02 

97.12 

97.10 

4845 

37851 

Sep 

97.14 

97.13 

-0.02 

97.18 

07.12 

3.430 

27843 

■ THHff  M0HTH  a«BOR  RfTLtoS  (LRT9  £1m  100-rate 

Open 

Sea  pffca 

Qange 

Hgh 

Low 

Esl  «d 

open  bo. 

Jill 

97.115 

97.105 

-0820 

97.115 

97.095 

25400 

198548 

Sep 

97.130 

97.130 

-0815 

' 97.140 

97.120 

15223 

1B9318 

Dec 

96.090 

96.880 

-0820 

96800 

98875 

8192 

96349 

Mar 

97.030 

97.030 

-a  020 

07.045 

97810 

6434 

81401 

■ TUB  MONTH  am  UBOfl  FUTURES  fUFFEl  Elm  100-raB 

Open 

Sen  price 

Change 

TO 

Low 

Esl  «i 

Open  Ira. 

Jtn 

97.105 

97.105 

-0820 

97.105 

97.100 

65 

105500 

S tp 

97.13S 

97.130 

•0.015 

97.125 

97.115 

10 

93022 

Dac 

96805 

98890 

-0820 

96885 

96875 

134 

83441 

Mar 

97.030 

97830 

-0820 

97830 

97.030 

7 

84173 

■ EURaOH  OPTIONS  (LUTE)  Cim  100-raB 

StrBce  CALLS Pim 

Price  Jui  Sw  D«  Mar  im  Sep 

B7000  0140  0205  0.140  0235  0335  0.075  0 

an  25  0.070  0390 

97250  0330  0360  0365  0.125  0.175  0200  Q 

97375  0315  0285 

Eat  an.  CaBi  3*M  Pub  Gia  Prathxc  nay  a opes  n.  on  287187  Puw  97846 

■ THREE  MOUTH  BUBO  UBOB  OPTICUS  (UFFEJ  Cim  100-rae 


soft* 

Price 

Jwi 

Sop 

CALLS  - 
Dec 

Mar 

Jun 

Sep 

PUIS  — 
Dac 

to 

97000 

B712S 

0.140 

0870 

0.140 

0135 

0.035 

0890 

0875 

0250 

0805 

0720 

97375 

0.030 

0815 

0880 

0865 

01K 

0.175 

0285 

0800 

0425 

0845 

UWWUbDIwni  nataw  apm  W-  Caas  164339  Pill  96044 
■ IMS  MONTH  BIBO  SWISS  FRANC  FUTURES  (LFFE1  SFrlm  100-rate 


open 

Sen  price 

Change 

TO 

Low 

EaL  wl 

0p«  hL 

Jun 

98800 

98806 

-0815 

98820 

98.590 

9379 

94152 

Sep 

98.460 

98.490 

-0020 

98810 

08.440 

244B 

47898 

DU 

90170 

98.170 

-0.020 

98.190 

98.170 

37B 

17804 

to 

96200 

90210 

-O010 

98.220 

90200 

345 

9005 

■ THREE  MONTH  BjROTBI  FUTWtS  (LfFB  nOOra  100-rate 

Open  SeC  price  Chanja  Mb*i  I 
Jwi  99.80  -031 

Sep  - 90.78 

Due  9936 

■ lffe  noire  m raOM  oa  APT 

■ EURO  SWISS  FHANC  0PTONS  (LHTE)  Sflriin  100-rata 


SOlke 

Price 

Jun 

— CALLS  - 

Sep 

Du 

Jun 

83750 

0.100 

0.110 

aioo 

0145 

08875 

0850 

0.320 

Ea  udi  lou.  can  o pus  a rum  mn  am  u..  d*,  330a  pub  isdo 


piOS^WTESjMiiERlVATIVES 


EXCHANGE  CROSS  RATES 


Ptarway 

PortugaT 

Spain- 

Sneden 

Suntwtan 

UK 


22 

8 Fr 

DXr 

FR 

DM 

K 

L 

H 

HKr 

El 

Ma 

sxr 

Sft 

E 

cs 

S 

T 

e 

(BFr) 

100 

18.42 

1026 

4.848 

1.952 

4800 

M63 

2053 

497.0 

412.5 

22.18 

3550 

1.681 

4578 

2703 

3188 

2479 

(DM 

5428 

10 

8826 

2-632 

1860 

2605 

2.965 

1126 

268.7 

2235 

1204 

2.149 

0501 

2213 

1.467 

173.0 

1.346 

(FFt) 

6180 

11.33 

10 

2882 

1201 

2952 

3.360 

12.87 

3036 

253.7 

1264 

2435 

1.021 

2508 

1 662 

1965 

1525 

(DM) 

2063 

1800 

3254 

T 

0403 

990.0 

1.127 

4216 

102.5 

8307 

4575 

0817 

0.343 

0841 

0558 

6375 

0511 

(K) 

51.22 

9.437 

6229 
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1 
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10.72 
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1585 

1633 
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■ D-MARK  FUTURES  (CUE}  DM  126,000  par  DM 


■ JAPANESE  YEN  FUTURES  GME)  Yen  123m  per  Van  100 
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Irani 

Grange 

TO 
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Open  an. 
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Change 
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■ SWISS  FRANC  FUTURES  (CAE)  SFr  125.000  per  SFr 
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!UK  INTEREST  RATES 


LONDON  MONEY  RATES 


EMS  EUROPEAN  CURRENCY  UNIT  RATES 


7 flays  Ona  Urea  Si*  Ore 

notice  month  rartte  months  )«r 


matanJt  Staflng  6-4%  W-W  ^ 54-Si 

Swtflng  cos  • ^-5%5I-ff*5!4-5151*'55 

WyBfe  54-5» 

Bark  Hfe  * * 5i  - 5’A  - 5H 

UHd  aoSnty  deps.  5K-5h  5*-5«  5g-S  54-W  SM-5H  5H-W 

Detain  Marta  *pi  5%  - 5i4>  5Si  - 5h  - 

W dnrtn  bak  hare  taxing  ale  554  per  cert  trtn  Fad  4, 1999 

Up  n 1 1-3  M 6-8  9-12 

month  merth  monag  mnmiw  »wiUui 

Certs  of  Tax  deg.  (£1003001  « &5  63  625  625 

rer S4. 19»  w AN  a «■! »»  » *** *" 

30.  28,  Tara  Scnenea  « * v 6BW  Fiwwa  Httsi  Brea  rare  6Ppe  w irea. 

M TRRg  HMIH  STBUM  BnOHB  (UTO  £500,000  poW«  of  1M* 

Open  Sdt  price  Change  Kfch  lo*  vd  Open  W. 

Jui  94300  94310  -0310  94320  94370  21B6S 

5—  ^pnn  95305  3315  95310  9437D  17351  1^^ 

S StBO  94.7®  -0-015  94.790  94  740  =60  « 

to  94350  94385  -0315  94390  94340  622T 

E SS  94315  -4)315  94320  94.770  «25  107067 

Are  and  w Art.  «i  Doan  hre®»  Ho*  we  ta  bb>*»w  rife 

■ SHORT  STBttJHS  OPTWWS  flJTS  E500.000  Prim’s  at  10Q*_ — 

Straw  CALLS  ; [W 

Sr  Ja,  Sep  DW  irn  Sep  Dec 

H7S0  0220  0355  0330  0360  0.100  0265 

S2  SiS  0200  0210  S5  0.195  0.425 

s a 1,25  ^ 

ew.  n an  Ca*  12S6 s pub  stsi.  iww  reyn  re»  » 452777  ^ 4BBM 
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+04002 
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040 
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■ PHUMtaPWA  38E  era  IffTHMS  E31 350  (rams  pffi  pnumi) 
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— — — - 
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0.72 
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246 

252 

250 

pimeui  d*5  wl  ore  m tania 

. Pm.  afes  on  Bt.  CM  837  Pm  1 J68 

■ PtUAD&PMA  SE  D-MARK0  OPIIONS  DM02500  (S  pwDM) 
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Jui 
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rtllo 

to 
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D8B5 

146 

141 

150 

027 

0.42 

057 

0560 

073 

141 

133 

0.43 

050 

0.77 

am 

0/49 

0.74 

056 
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05S 
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■ THIS  MONTH  HHWOOXAfl  (CM£)  Sim  pokfe  Dt  100% 


base  LENDING  rates 


Actwn&Oompany  530 
Adtod  bteh  Bank  (CS)  £30 
•Henry  Arefcachar  530 

Banco  Bfeao  Vtecoyn  530 
Bark  ol  Cyprus  630 
BakoTbBbnd  691 
BarktalndW  630 

BarkatSeottand  560 
BonfeysBrek  530 

Bril  Bkcd  MU  East  5S> 
•OwnShpiaySCBUri  530 
QfenrkNA  630 

Optesdala  Bant  530 
ThnCcKipsrattw  Bai*S30 
Cans  A Cn  530 

Cyprus  Popular  Bank  550 
Duncan  Lowria  530 


Exeter Tnwr  LMtod  630 
•Rasarl  Ftentag  a Co  £30 
Habti  Bank  AO  Zkirich  S30 
Kortabto  3 Can  iw  BkSSO 

C.  Hoars  & Co  530 
•SG  Hambros  BanfciTiust 
530 

Hongreng  & snsngM  530 
InwSM  Bar*  (UK)  14*30 
juian  Hodge  Bar*  530 
•uepek)  Joaafh  S Sore  530 
UoydsBerft  530 

Mtfandto*  5» 

NtfWaaminanr  630 
•FtaaBndben  550 
Royal  Bk  ot  Scdtand  630 
Scottish  Wdw«  Bark  530 
•Stager  8 FrtKiencler  530 


SnkhiWnamson  530 

Sim  Bark  550 

TSB  550 

Urttsd  Bark  cl  KimwL  550 
Unfly  Trust  Bank  Ffe  530 
WMaawByLflUBn  530 
Yoricskkw  Bank  530 

• Members  of  Lonfefl 
irnestmem  Banking 
Assodatkai 


Open 

Laws 

Qange 

TO 

Lew 

ESL  wl 

Open  sit 

Jun 

9456 

9454 

-041 

9540 

9455 

37513 

463426 

Sep 

9454 

— 

— 

9454 

9453 

S3 474 

452775 

Dec 

94.47 

- 

- 

94.48 

9455 

23460 

343.192 

■ US  TREASURY  BUI  FUTURES  (TO  Sira  per  100% 

Jut 

9552 

9541 

-041 

9555 

9559 

995 

1547 

1998  RESULTS 
w Operating  profit  trebled 
w Well  prepared  for  the  future 


r EURO 
TUNNEL, 


Eurotunnel's  development  in  1 998  has  been  ^ 
particulariy  encouraging  with  results  belter 
than  projections  made  in  the  Financial  Key  f 

Restiucturing  Prospectus.  

Total  turnover  for  1 998  was  £666  mS-  W Total  turnover 
lion,  an  increase  of  26%  at  constant  W 

occhange  rates  compared -nth  1997.  M 

The  increase  m revenue  and  m r®  BU,,» 
the  control  of  operating  costs  ■ . . . . . 

results  In  an  operating  profit  of  ® Uniaerljnng  Ic 

£184  million  compared  with  ■ . 

£57  million  reported  in  1997.  H Restructuring  impe 

Foliowing  the  completion  of  the  W 
Financial  Restructuring  on  7 April  ^ Net  pro 

1 998,  the  1 998  accounts  have  been 
prepared  on  the  basis  of  the  new  Interest  an 

Credit  Agreement  and  therefore 
take  into  account  the  impact  of  the  ^^aamanSDE 
financial  restructuring  which,  backdated  to 
15  October  1 996,  gives  an  exceptional  profit  of  £279  million. 
Due  to  this  exceptional  profit,  the  1 998  accounts  show  a net 
profit  erf  £64  million.  Before  this  exceptional  profit,  the  under- 
lying loss  Is  £215  million,  an  improvement  of  £396  million 
on  the  loss  in  1997. 

Operating  cash  flow  increased  to  £317  million.  Interest 
cover  increased  to  69%.  This  is  significantly  ahead  of  the 
achievement  in  1997  (27%  or  46%  proforma  if  the 
Restructuring  had  been  effective  in  1997)  and  the 
Prospectus  projection  for  1998  (56%). 


ia‘  f Key  figures 

f Total  turnover  + 26%  X 
’ Operating  profit  x3  ] 

Underlying  loss  £ (2*1 5 minion) 
Restructuring  impact  £ 279  mHHon 
L Net  profit  £ 64  raHfion  jj 

Interest  cover  69  °/o  0 


in  1 999,  priority  will  be  given  to  the  quality  of  our 
. services,  particularly  by: 

« inaeasing  lorry  capacity  with  new  freight 
shuttles  entering  service 

fQ  ■ improving  quality  of  service  to 

passengers,  from  the  point  of  first 
% contact  to  after  leaving  our  terminals 
M ■ providing  expanded  retail 
- v ■ services  in  partnership  with  BAA. 


Patrick  Ponsoiie,  Eurotunnel's 
Executive  Chairman,  said: 


£ mlffion 

Turnover 
Total  Turnover 
Operating  margin 
Operating  profit 
Underlying  tea 
Restructuring  impaa 
Net  profit 


1998  Variation  T997  1997 

Reportedffl  199BH997  teBMd(2)  Reported® 


£64  raHfion  S ^ are  pleased  with  the  substan- 
m tial  progress  in  our  1998  results  and 
69  % congratulate  all  of  our  staff  hr  the 

recovery  of  the  company  which  is  pro- 
gressing more  quickly  than  anticipated. 
“We  are  confident  that  we  can  meet  the  challenges  of 
1999  whatever  We  decision  of  the  governments  on  duty 
free.  "These  excellent  operating  results  have  allowed  us 
to  moke  another  proposal  to  our  shareholders  to  further 
reduce  our  financial  costs.  Under  this  proposal,  we  are 
seeking  shareholder  approval  For  We  early  redemption  of 
Equity  Notes  by  their  holders.  "The  continued  recovery 
and  growth  in  die  value  of  Eurotunnel  will  come  from  our 
operational  progress  and  the  active  management  of  our 
balance  sheet" 


til  Exchange  rate  £l=RB7G 

C)  Exchange  rate.  £i  = W9  76.  The  figures  ai  31  December  i ?97  been 
restated  at  tfw  erchange  rate  id  asset  comparton  with  she  figures 
(3l  Exchange  raie.  £1  = FRF9.67 


Fon  FURTHER  KFOraiATION,  PLEASE  CONTACT  TVC  SHAREHOLDER  INFORMATION  CENTRE, 
tet  0345  697  397  - http://www.euratunnel.com 


NOTICE  TO  HOLDERS  OF 
USCTMKKVOOa  03*  Canvertibla  Bonds  dun  2004 
"Nodoa  of  change  in  Siwperalon  Parted” 
of 

Lite-On  Electronics,  Inc. 

»nre«red^iMreiuwiyk.um-n)*n(f>tafcorc3*1i) 

^£BL^IVEN  Purwmt  m 6(B)(1)  of  the  Term  and 
9PCS‘*r-  CoiBtawiwi  Rights  shall  be 
^"apfeweri  from  March  30.  to  the  Record  Dace.  1999. 

23,1999,  London  “ TIZTT  “ 

Citibank,  N A CfF1BAN<& 


EUROPEAN  INVESTMENT  BANK 


Capped  noatlng  Rate  Notes  due  1999 

The  notes  will  Beer  interest  at  3.2725%  per  annum  for  the  Interest 
period  IS  March  1999  [included)  w 15  June  1999  (excluded). 

Interest  payable  on  15  Jine  1999  will  amours  to  ESP  837  per  note. 

Matald,  15  Macn  1999 

BANCO  CENTRAL  HlSMNQAIdttCANO.  SA. 

Pewig  and  Cafcutaticn  agent 
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COMMODITIES  & AGRICULTURE 


Crude  oil  steady  ahead  of  Opec  meeting 


markets  report 


By  Paul  Sotman  in  London  and 
Robert  Ccrzine  In  Vienna 


World  oil  prices  were  steady 
ahead  of  today's  meeting  of 
the  Organisation  of  Petro- 
leum Exporting  Countries. 

As  delegates  gathered  in 
Vienna  the  benchmark  May 
contract  for  Brent  blend 
crude  was  $13.57  a barrel  in 
late  trading  on  London’s 
International  Petroleum 
Exchange,  compared  with 
Friday’s  close  of  $13.56. 

The  price  has  risen  more 
than  S3  in  a little  over  a 
month  on  expectations  that 
oil  producers  will  make  a 


concerted  effort  to  control 
world  supplies. 

Leading  producers  agreed 
in  the  Hague  earlier  this 
month  to  shave  more  than 
2m  barrels  from  daily  pro- 
duction. and  today's  Opec 
meeting  is  expected  to  ratify 
that  deal. 

The  markets  are  keen  to 
see  whether  the  united  front 
put  up  by  Opec  oil  ministers 
since  the  signing  of  the 
Hague  accord  persists 
through  today's  meeting. 

Much  attention  will  be 
focused  on  Iraq,  which  is  not 
a party  to  the  latest  agree- 
ment. One  Iraqi  official  yes- 
terday said  the  country  had 
the  ability  to  boost  output 


even  further  this  year,  to 
around  3m  barrels  a day, 
although  any  rise  beyond 
that  level  would  require 
direct  foreign  investment 
Other  Gulf  Arab  states 
appeared  keen  to  play  down 
the  prospect  of  yet  more 
Iraqi  exports.  They 
expressed  confidence  that 
rising  prices  would  enable 
Iraq  to  fulfil  its  oil-ror-food 
revenue  target  of  $5.3bn 
every  sis  mouths.  Baghdad 
needs  an  average  Basrah 
tight  price  of  $14  a barrel  - 
which  implies  a New  York 
crude  price  of  about  $18  a 
barrel  or  Breut  at  around  $16 
a barrel  - in  order  to  meet 
the  revenue  target 


Among  base  metals,  alu- 
minium continued  its  recent 
rally,  with  the  three-month 
price  closing  yesterday  at 
$1,272  a tonne  on  the  London 
Metal  Exchange,  $14  higher 
than  Friday's  close. 

Alcan  Aluminium,  the 
Canadian  producer,  said  it 
was  closing  its  Isie-Maligne 
smelter,  trimming  output  by 
90.000  tonnes. 

Meanwhile,  Australian 
gold  and  iron  ore  mining 
operations  were  disrupted  by 
the  tropical  cyclone  that  has 
battered  the  north-west  of 
the  country,  causing  flood- 
ing in  many  areas. 

White  sugar  prices 
plunged  to  their  lowest  for 


12  years  on  the  London 
International  Financial 
Futures  and  Options 
Exchange. 

In  late  trading,  the  most 
actively  traded  May  contract 
was  $195  a tonne,  compared 
with  Friday's  close  of 
S197.40.  The  price  is  about 
30  per  cent  below  its  level 
just  a year  ago. 

Fears  over  Brazilian 
exports  continue  to  over- 
hang the  market  The  weak 
Real  has  lowered  costs  for 
farmers,  while  Brazil  has 
raised  output  to  become  the 
world's  largest  sugar  pro- 
ducer. 

Sugar  exports  for  the  1998/ 
99  season  to  the  end  erf  Feb- 


Pakistan  cotton  prospects 
cast  shadow  over  economy 


Pakxstancotton  output 


Bates  (mfflotf 
12 


The  fourth  crop  failure  in  five  years  has  made  meeting  targets 
tied  to  an  IMF  loan  package  more  difficult,  says  Farhan  Bokhari 
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Shaft  Niaz  is  once  again 
faced  with  the  uneasy 
prospect  of  dramatically 
changing  his  assessment  of 
Pakistan's  cotton  harvest. 

As  head  of  the  govern- 
ment’s cotton  assessment 
committee.  Mr  Niaz  was  con- 
fidently predicting  a bumper 
crop  just  three  months  ago. 
But  now.  the  official  esti- 
mate has  been  lowered  by 
almost  20  per  cent  while 
independent  analysts  say  the 
loss  could  even  he  more. 

“This  has  been  an  unex- 
pected setback.  The  crop 
looked  so  good  just  a few 
months  ago  that  we  thought 
it  may  be  a bumper,"  says 
Mr  Niaz. 

The  fourth  crop  failure  in 
five  years  is  casting  a grave 
shadow  over  the  country’s 
economic  prospects  and  has 
posed  questions  over  the  the 
long-term  outlook  for  Pakis- 
tan’s largest  crop. 

Pakistan’s  economy  is 
likely  to  feel  the  pinch  on  a 
number  of  fronts.  Econo- 
mists say  meeting  some  of 
the  targets  of  a recent  IMF 


loan,  which  pulled  the  coun- 
try* hack  from  the  brink  of  a 
foreign  debt  default,  may 
become  more  difficult. 

Economic  growth  is  likely 
to  trail  behind  expectations 
and  projections  for  tax 
receipts  from  agriculture 
may  suffer.  The  IMF  wants 
Pakistan  to  narrow  its  fiscal 
deficit  through  improved 
revenues.  Cotton  is  Pakis- 
tan's largest  crop  while  agri- 
cultural output  contributes 
about  a quarter  of  annual 
gross  domestic  product. 

The  cotton  loss  is  also 
likely  to  hit  industrial 
growth  by  affecting  Pakis- 
tan's textile  production,  its 
leading  industry.  In  years  of 
cotton  crop  failures,  textile 
profits  have  fallen  because 
the  cost  of  raw  materials  has 
risen  towards  late  spring. 

The  latest  estimates  from 
the  agricultural  ministry  in 
Islamabad  say  tbe  cotton 
crop  may  be  no  more  than 
8.6m  bales,  each  weighing 
375  pounds,  down  from  an 
initial  target  of  lO.Pm  bales. 
However,  cotton  gi  oners. 


who  buy  raw  cotton  for  pro- 
cessing before  supplying  tex- 
tile factories,  say  it  may  be 
as  low  as  7m  bales. 

The  weak  harvest  is  the 
result  of  bad  weather  and 
pests.  Pakistan's  cotton 
farms  experienced  more 
than  the  usual  fog  this  win- 
ter and  night  time  tempera- 
tures last  summer  were 
higher  than  tbe  tolerable 
range  for  cotton  plants. 

On  top  of  that,  a recent 
pest  attack  of  heliotbis, 
known  as  the  “American 
boll-worm”  or  “Amrikee  sun- 
dee"  in  local  parlance,  has 
also  affected  the  harvest. 

The  damage  has  shocked 
farmers,  who  essentially  see 
a long-term  problem  ahead. 
“Cotton  seems  to  be  finished 
unless  a drastic  change 
comes  about."  said  Fakhr 
Imam,  a member  of  parlia- 
ment and  a cotton  fanner. 

Farmers  are  turning  to 
other  crops,  fearing  continu- 
ing cotton  failures.  Many  say 
a number  of  acute  problems 
are  braining  over  the  outlook 
for  the  crop. 
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Continued  lax  application 
of  laws  to  curb  fraudulent 
diluting  of  pesticides  and 
fertilisers  has  exacerbated 
the  problem. 

A wide  range  of  manufec- 
turers,  suppliers  and  retail- 
ers are  known  to  dilute  the 
substances  to  boost  profit- 
ability. hence  weakening 
their  effects. 

While  the  government 
says  it  has  begun  to  get 
tough  in  prosecuting  such 
cases,  farmers  say  the  prob- 
lem continues. 

“The  adulteration  problem 
means  that  there’s  no  assur- 
ance of  quality  of  inputs," 


says  one  leading  cotton 
fanner.  “The  outlook  cannot 
improve  unless  there’s  a 
drastic  change."  Meanwhile, 
farmers  also  complain  of 
having  little  opportunity  to 
get  certified  seeds,  screened 
and  approved  for  cultivation. 

Mr  Niaz  concedes  that 
“these  are  the  fundamental 
issues  which  only  add  to 
problems  for  farmers”. 

In  preparation  for  next 
year's  crop,  the  government 
has  ordered  agriculture  min- 
istry officials  to  prepare  a 
plan  for  training  farmers  in 
pest  scouting  techniques. 
Also,  a publicity  campaign  is 


expected  to  be  launched  in 
regions  where  farmers  have 
given  up  sowing  cotton. 

“The  plan  involves  encour- 
aging farmers  to  grow  cotton 
where  its  not  done  any  more, 
and  training  them  to  spot 
pest  attacks  as  soon  as  they 
occur”  says  a senior  agricul- 
ture ministry  official. 

However,  the  task  ahead  Is 
a challenging  one.  “Cotton 
has  become  an  extremeiy 
sensitive  and  difficult  crop 
to  grow."  says  Mr  Imam. 
“Much  of  the  new  knowledge 
required  each  year  involves 
facing  new  pests  in  the 
field.” 
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ruary  were  7.Bm  tonnes  com- 
pared  with  $.9m  tonnes  at 
the  same  time  last  year. 
C.  Czamikow  said  in  its  lat- 
est Sugar  Review. 

On  the  demand  ride,  Rus- 
sia, the  world’s  largest 
importer,  is  continuing  to 
hold  back  from  buying  of 
sugar  because  of  its  financial 
difficulties.  The  country’s 
imports  have  been  forecast 
at  3m  tonnes  this  season. 
against  4.lm  in  1997/98. 

Llffe  cocoa  futures  feli 
again  yesterday,  the  May 
contract  ending  at  £807  a 
tonne  for  a loss  of  £23  on  the 
day.  May  robusta  coffee 
dropped  below  $1,500  a tonne 
to  close  off  $20  at  $1,495. 


Australian 

coal  prices 
set  to  fall 


3 


By  Stephan  Wyatt  and 
Gwen  Robinson  in  Canberra 


Australian  coal  prices  are 
expected  to  fell  significantly 
over  the  next  five  years, 
despite  stronger  demand, 
and  increasing  volumes  of 
coal  win  be  traded  on  the 
spot  market,  according  to 
the  Australian  government’s 
commodities  forecasting 


agency. 

The  forecasts  for  coal  - 
Australia’s  largest  com  mod- 
lty  export  earner  - were 
given  at  the  recent  annual 
conference  of  the  Australian 
Bureau  of  Agricultural  and 
Resource  Economics 
(ABARE)  in  Canberra. 

Analysts  at  the  conference 
predicted  a continuing 
decline  in  coal  production 
costs,  in  spite  of  stronger 
demand,  while  the  overall 
volume  of  Australian  coal 
exports  would  rise. 

Plunging  prices  for  coal, 
however,  have  triggered 
structural  changes  in  the 
coal  industry  worldwide  as 
well  as  in  Australia. 

For  the  Australian  indus- 
try, there  were  more 
changes  ahead,  said  Peter 
O’Connor,  resources  analyst 
at  Credit  Suisse  First  Boston 
Australia  This  year  would 
be  particularly  difficult  fol- 
lowing January  negotiations 
between  Australia  and 
Japan  that  led  to  real  US  dol- 
lar price  declines  for  coal 
contracts  of  between  15  and 
20  per  cent,  depending  on 
coal  types. 

The  price  cuts  would  drive 
down  earnings  while  vol- 
umes remained  under  pres- 
sure and  - importantly  for 
the  future  of  investment  in 
coal  facilities  - confidence 
would  probably  sink  to  Its 
lowest  level  in  two  decades. 
Mr  O'Connor  said. 

However,  an  expected 
recovery  in  Asia.  Australia's 
traditional  market,  over  the 
next  five  years  would  help 


Australia's  total  coal 
exports.  ABARE  said  exports 
would  rise  to  193.7m  tonnes 
in  2004,  from  lffiL6m  tonnes 
last  year,  an  increase  of 
nearly  20  per  cent,  thanks  to 
construction  of  new  power 
utilities  in  Asia. 

Of  the  total,  thermal  coal 
exports  are  forecast  to  rise 
to  101.5m  tonnes  in  2004 
from  7S.5m  in  1998.  a 30  per 
cent  increase,  due  to  reduced 
subsidies  to  high-cost  coal 
producers  in  western 

Earope. 

Australia's  metallurgical 
(or  cokingl  coal  exports  are 
also  expected  to  increase  10 
per  cent  to  92.2m  tonnes  in 
2004  from  84.1m  tonnes  last 
year,  with  a forecast  surgt^ 


year.  WllU  a luieurai 
in  demand  after  2001  on  tb^ 
expected  recovery  in  blast 
furnace  steel  production,, 
especially  in  Asia. 

Despite  projected  increases 
in  coal  export  volumes,  how- 
ever. lower  real  coal  prices 
will  result  in  a decline  in  the 
real  value  of  Australian 
exports  from  A$9jbn  in  the 
year  to  June  to  about 
A$7.7bn  in  the  year  to  June 
20Q4.  a fall  of  almost  20  per 
cent,  ABARE  said. 

The  total  value  of  coal 
exports,  meanwhile,  is  fore- 
cast to  fail  8.5  per  cent  to 
A$a7bn  in  2004.  In  the  past 
year,  however.  Australian 
producers  have  been  able  to 
cope  with  declining  coal 
prices  because  of  significant 
improvements  in  productiv- 
ity. cost  cuts  and  the  weaker 
Australian  dollar. 

Productivity  gains  were 
primarily  due  to  significant 
reductions  in  the  coal  work-  ^ 
force.  In  the  current  year,  jP 
employment  in  Australian 
coal  mines  fell  by  17  per  cent 
while  production  increased 
by  more  than  7 per  cent.  ■ 

Higher-cost  producers  in 
countries  including  the  OS. 
however,  have  lost  market 
share  to  Australian  export- 
ers. Mr  O’Connor  said 
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ACROSS 

I He  goes  after  most  fast  food 
(61 

4 Bill’s  relations?  fa) 

10  Great  danger  afoot?  (9) 

11  Close  to  being  drunk  (5) 

12  Wrong  option  taken  In  race 
f4) 

13  Degree  marker  for  paper  on 
Roman  leaders  (101 

15  Tell  about  managed  charge 
(7) 

16  Hang  around  and  see  mon- 
arch without  it  <6) 

19  Day  to  take  in  the  first 
American  place  (6) 

21  Series  of  letters  at  last 
gives  lead,  perhaps  (T) 

23  Fruit  with  defects  returned 
to  dig  in.  we  hear  (1D1 

25  Flower  girl  in  play  school 
(4) 

27  Prance  about  pointlessly  (51 

28  It  belonged  without  having 
taken  possession  (9) 

29  Won  over  press  chief  in 
silent  revolution  (8i 

30  Reserved,  we  hear,  but  did 
not  go  (6) 


DOWN 

1 Searching  interrogation 
rules  out  return  of  number 
one  18} 

2 Explain  printer’s  pie  to 
alien  (9) 

3 Pay  attention  in  the  edito- 
rial meeting  (4) 

5 Weep  over  last  broken 
tableware  (7) 

6 Exiles  raise  costs  dread- 
fully 110) 

7 Most  of  the  drink-up  is 
after  dark  (Sj 

8 Heavenly  type  of  carer 
takes  in  Arthur,  oddly!  (6) 

9 Support  church  cut  (6) 

14  Planet  Is  successful  in  mak- 
ing fortifications  (10) 

17  Tastefully  see  about  mem- 
ber with  social  worker  0} 

18  Ways  in  which  rejected 
woman  could  be  left  high 
and  dry  m 

20  Very  clean,  but  unproduc- 
tive (7) 

21  It’s  possible  to  lose  money 
and  be  practical  (6) 

22  Self-love  of  archer  f6) 

24  Drive  back  from  dance 
without  parking  (5) 

26  Judgment  about  banker’s 
authority  (4) 
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SMution  to  Saturday's  prize  puzzle  on  Saturday  April  3 
Solution  to  yesterday  s prize  puzzle  on  Monday  April  l 
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LONDON  STOCK  EXCHANGE 


FTSE  ends  sans  fizz,  sans  Peps,  sans  everything 


FTSE  AB-Share  Max 


market  report 

By  Pfltar  John 

British  cinema  might  have 
impressed  the  Oscar  judges 
but  in  the  UK  stock  market 
it  was  more  a case  of  “exit 
pursued  by  a bear"  than 
S Shakespeare  In  lave. 

Neither  the  heralded  flood 
of  cash  from  private  inves- 
tors for  the  last  personal 
equity  plans,  nor  the  pros- 
pect  of  lower  interest  rates 
were  able  to  inject  any  pep 
into  equities. 

On  a day  when  turnover 
ended  well  below  the  daily 
average.  Footsie  fizzled  10.4 


lower  to  6.I5SL&  The  jaded 
mood  also  pervaded  the 
FTSE  250.  which  fell  12-6  to 
5,488.4.  Only  the  SmallCap 
remained  immune,  closing 
12.4  up  at  2.399.1,  with 
encouragement  from  two 
separate  takeover  announce- 
ments. 

The  augury  was  never 
good-  On  Friday  night,  after 
UK  trading  stopped,  the  Dow 
Jones  Industrial  Average 
lost  its  hold  on  the  10,000 
level  and  dealers  were 
expecting  Footsie  to  open 
about  50  points  lower  yester- 
day morning. 

“The  fact  that  we  did  not 
fall  that  far  on  the  back  of 


Wall.  Street  shows  we’re 
resilient  and  likely  to  go  bet- 
ter. It’s  been  a very  steady 
performance,”  said  Chris 
Stallard  at  WestLB  Pan- 
mure. 

With  US  valuations  very 
much  in  mind,  Footsie  was  8 
points  lower  after  the  first 
few  minutes.  It  received  a 
boost  shortly  afterwards 
when  the  latest  UK  gross 
domestic  prduct  data  came 
in  slightly  weaker  than  fore- 
cast The  year-on-year  rise  of 
1.1  per  cent  was  down  from 
the  previous  figure  and  the 
consensus  estimate,  both  of 
13  per  cent  The  move  added 
more  weight  to  the  argu- 


ment that  UK'  interest  - rates 
may  fall  when  the  Bank  of 
England’s  monetary  policy 
committee  meets  on  April  7. 

There  Is  increasing  confi- 
dence that  they  will  fall  to  at 
least  5 per  cent  but  strate- 
gists will  be  waiting  for 
today’s  key  retail  price  infla- 
tion figures  to  get  a better 
picture. 

Footsie  hit  its  high  of  the 
day  shortly  after  the  figures 
were  released.  However,  the 
rise  was  short-lived  and  by 
the  end  of  the  morning,  the 
index  was  slipping  again. 

Range-bound  over  lunch, 
the  market  failed  to  attract 
the  horde  of  hungry  personal 


investors  assumed  to  be 
waiting  in  the  wings  and 
finally  stumbled  when  Wall 
Street  slipped  back  during 
the  first  few  minutes  vf  OS 
trading. 

The  subsequent  recovery 
by  Wall  Street  was  too  little 
too  late  to  drag  London's 
main  index  higher. 

However,  oil  stocks  rose 
across  tbe  board  on  expecta- 
tion that  today's  Opec  meet- 
ing in  Vienna  would 
rubber-stamp  tbe  recent  pro- 
duction-catting deal 
thrashed  out  in  Amsterdam. 

Also,  hopes  of  corporate 
activity  in  the  telecoms  sec- 
tor sprung  from  a $60bn 


takeover  deal  in  the  US 
between  Comcast  and 
MediaOne,  which  owns  27 
per  cent  of  Telewest. 

Lower  down  the  scale,  tbe 
took  a more  insu- 
lar view.  It  reacted  to  the 
offer  for  Westminster  Health 
Care  from  Canterbury 
Healthcare  and,  in  tbe  prop- 
erty sector,  the  £3i&n  bid 
by  Delancey  Estates  for 
Greycoat 

Nevertheless,  shoots  of 
optimism  were  tfrm  on  the 
ground  and  the  total  turn- 
over of  923.6m  shares  evenly 
split  between  Footsie  and 
non-Footsie  stocks  told  a 
Winter's  Tale. 
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Telewest 
soars  on 
bid  talk 

COMPANIES  REPORT 

By  Joel  JGbazo 
and  Simon  Bemhott 

News  of  a $60bn  US  telecoms 
takeover  triggered  the 
return  of  bid  speculation 
around  cable  television  and 
telephone  group  Telewest 
Communications,  sending 
the  shares  soaring. 

The  latest  bid  talk  in  the 
UK  group  came  after  cable 
broadcaster  Comcast 
announced  the  takeover  of 
communications  specialist 
MediaOne.  the  third  biggest 
US  cable  group. 

MediaOne  holds  nearly  30 
per  cent  in  Telewest  and  the 
US  deal  again  focused  atten- 
tion on  the  UK  group,  which 
has  long  been  expected  to 
feature  in  any  restructuring 
of  the  local  telecoms  sector. 

Hopeful  investors  sent  the 
shares  ahead  15a/i  or  6.63  per 
cent  to  253'ip,  making  it  the 
best  performer  in  the  FTSE 
100.  Volume  reached  5.7m. 

MediaOne  is  also  joint 
owner  with  Cable  and  Wire- 
less of  mobile  phone  com- 
pany Qne20ne.  Strong 
two-way  business  in  C&W 
brought  volume  of  9.6m  as 
the  shares  edged  % forward 
to  741  Sp.  In  the  rest  of  the 
sector,  Atlantic  Telecom 
improved  12‘i  to  255p. 

Securicor  jumped  28‘/a  to 
554p  as  reports  suggesting 


BT  was  about  to  make  an 
offer  for  the  former’s  40  per 

cent  bolding  in  mobile  tele- 
phones group  Celine  t contin- 
ued to  circulate. 

In  a recent  note  to  inves- 
tors, the  team  at  SG  Securi- 
ties said:  “We  believe  Securi- 
cor should  be  able  to 
negotiate  a Cellnet  stake 
sale  valuation  of  at  least 
£4bn. 

“BT  has  been  talking 
down  the  valuation  of  Cell- 
net  at  recent  investor  brief- 
ings. This  is  entirely  under- 
standable. BT  does  not  want 
to  pay  a market  value  for 
Cellnet.”  Demand  for  BT  saw 
the  shares  appreciate  13  to 
£10.12. 


Fri®NDEX 


The  two  giants  of  the  UK 
oils  sector  accounted  for  a 
sizeable  slice  of  tbe  day’s 
total  turnover  as  several  bro- 
kers turned  more  positive  on 
the  prospects  for  interna- 
tional oil  prices. 

The  move  came  as  mem- 
bers of  Opec  gathered  In 
Vienna  for  the  start  of  its 
key  production  quota  meet- 
ing. 

Turnover  in  Shell  Trans- 
port rose  to  37m  as  the 
shares  hardened  2’A  to 
421%p,  while  21m  was  dealt 
in  BP  Amoco  as  the  shares 
appreciated  3 to  £10.03. 

Gordon  Gray  at  Salomon 
Smith  Barney  is  among 
those  who  have  turned  posf- 
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tive  on  the  sector  and  the  oil 
price. 

He  said:  “We  are  con- 
vinced the  recently 
announced  cuts  are  suffi- 
cient to  erode  the  global 
inventory  excess  between 
now  and  the  end  of  the  year. 
This  should  be  able  to  sup- 
port higher  prices  by  the  end 
of  this  year.” 

Mr  Gray  now  expects  the 
price  of  Brent  crude  to  be 
around  $17  a barrel  by  the 
end  of  1999. 

Relief  that  British  Energy 
may  not  after  all  pay  heavily 
for  two  power  plants  from 
PowerGen  sent  the  shares  31 
ahead  to  548'Ap. 

The  Office  of  Fair  Trading 
yesterday  was  said  to  have 
recommended  that  neither 
be  sold  to  the  nuclear  gener- 
ator as  it  already  has  23  per 
cent  of  the  UK  generating 
market  Several  analysts  had 
already  suggested  the  group 
might  overpay  for  the  two 
plants. 

Sentiment  was  also 
boosted  by  a clutch  of  broker 
recommendations.  They 
include  one  from  Warburg 
Dillon  Read  that  points  out 
British  Energy  has  underper- 
formed the  All-Share  index 
by  30  per  cent  over  the  past 
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quarter.  Warburg  raised  its 
recommendation  to  “strong 
buy”  saying  there  was 
upside  of  around  39  per.  cent 
in  the  stock.  Its  near-term 
share  price  target  is  now 
720p. 

The  broker  also  raised 
PowerGen  to  a ■'buy”  but  the 
prospect  that  a power  sta- 
tion sale  might  fall  through 
saw  the  shares  surrender  16 
to  709Vjp. 

A second  regulatory  rejec- 
tion in  as  many  months  for 
pharmaceuticals  giant  Glaxo 
Wellcome  knocked  the 
shares. 

The  UK  Medicines  Control 
Agency  yesterday  rejected 
its  application  to  reintroduce 
Romozin,  a diabetes  treat- 
ment, in  the  UK. 

Serious  side  effects 

Glaxo  Wellcome  and 
Sankyo  Pharma  decided  to 
suspend  marketing  the  treat- 
ment in  1997  following  con- 
cerns over  a significant 
increase  in  the  number  of 
reported  serious  side  effects 
associated  with  the  product 
in  the  US  and  Japan. 

One  analyst  said:  “There 
was  always  a risk  this  was 
going  to  happen  but  many  of 
us  had  already  discounted 
sales  of  the  treatment  from 
our  numbers.” 

Glaxo  was  up  17  in  early 
trading  but  ended  11  lower 
at  £19.01.  However,  yester- 
day’s news  was  seen  as  posi- 
tive for  rival  SmithKline 
Beecham,  whose  Avandla 
diabetes  treatment  is  expec- 
ted to  receive  regulatory 


approval  shortly.  The  shares 
improved  10%  to  828%p  as 
12m  shares  changed  hands. 

Continued  bullish  senti- 
ment on  the  strength  of  Its 
home  delivery  business  saw 
supermarket  Iceland  rise  25 
to  275p  ahead  of  results 
today.  Also  more  Informa- 
tion to  expected  on  the  com- 
pany’s television  shopping 
deal  anrtnnncpd  recently. 

Brisk  trade  in  the  sector 
saw  Asda  rise  4%  to  l50Xp 
on  a volume  of  17m  and 
Sainsbury  gain  14  to  376%p. 
The  latter  responded  to 
renewed  speculation  of  a bid 
from  .Ahold  of  the  Nether- 
lands. 

. Analysts  said  the  sector 
was  bouncing  off  long-term 
lows  caused  by  macro- 
economic  factors  and  an 
Office  of  Fair  Trading  refer- 
ral about  the  monopoly  posi- 
tion of  the  big  supermarkets. 

Prudential  Portfolio  Man- 
agers, the  fund  management 
arm  of  the  UK  insurer, 
increased  its  stake  in  Poly- 
pipe to  7.34  per  cent  after  the 
building  materials  company 
impressed  fund  managers  on 
a Scottish  roadshow.  The 
shares  rose  5%  to  151V4p  and 
Merrill  Lynch  upgraded  the 
stock  to  “accumulate". 

Property  company  Grey- 
coat was  up  3114  to  200p  after 
rejecting  a £21Sm.  201p-a- 
share  offer  from  Delancey 
Estates,  down  3 to  97V*p. 
Analysts  said  the  bid  by  the 
George  Soros-backed  vehicle 
had  put  Greycoat  in  play 
and  it  may  now  look  for  a 
white  knight 

Newspaper  group  Newsqu- 
est  fell  10  to  367V*p  despite 
profits  slightly  ahead  of  mar- 
ket expectations  at  £65.8m. 
The  company  is  optimistic 
for  another  good  year,  but 
analysts  said  there  were 
worries  over  whether  the 
company  could  maintain  its 
level  of  advertising  growth. 

Paul  Finnegan,  managing 
director  of  Rage,  the  soft- 
ware company,  sold  1m 
shares  at  16%p  and  the 
shares  fell  % to  16Vip  after  a 
good  run. 
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Mergers  overshadowed  by  Dow  failures  f^F  sales  fear 


W0M.0WEWEW 

Another  found  of  mergers  In 
Europe  failed  yesterday  to 
offset  Investor  disappoint* 
meat  at  Wall  Street's  contin- 
ued failure  to  establish  itself 
above  the  10,000  mark,  writes 
PfiUip  Coggtm. 

The  weekend  announce- 
ment of  hi**5  ror  two  llalJan 
banks  maintained  the  trend 
for  European  countries  to 
create  their  own  “national 
champions"  as  the  corporate 
sector  strives  to  take  advan- 


tage of  the  new  single  cur* 
rehcy  zone. 

The  banking  sector  has 
been  in  the  vanguard  of 
restructuring  but  bo  far, 
with  the  exception  of  the 
UK,  most  deals  have  been 
done  within  national  bor- 
der s,  A second  phase  of 
international  consolidation 
may  still  be  needed  if  Euro- 
pean banks  are  to  compte 
with  the  US  giants. 

Europe  was  the  initial 
focus  of  attention  as  Asia 
was  quiet  with  Tokyo  closed 


for  the  day.  But  the  bank 
bids  failed  even  to  Inspire 
the  Italian  market,  which, 
along  with  Frankfurt,  lost 
more  than  1 per  cent 
Wall  Street  opened  with 
shares  trading  in  a fairly 
narrow  range.  While  the 
debate  continues  over 
whether  the  US  market  as  a 
whole  is  overvalued,  It  is 
clear  there  is  a big  dichot- 
omy  between  the  growth 
stocks,  often  in  the  technol- 
ogy area,  and  the  rest 
Nancy  Tengler,  president 


and  chief  investment  officer 
of  Global  Alliance  Value 
Investors,  thinks  the  tide 
may  be  about  to  turn  in 
favour  of  the  value  school  of 
investment 

Her  data  shows  that  in 
1987,  220  stocks  were  over- 
valued on  a relative  dividend 
yield  basis  and  Just  ft)  under- 
valued, But  at  the  end  of  last 
month,  216  stocks  were 
classed  as  undervalued,  com- 
pared with  164  overvalued. 

While  investors'  attention 
has  been  focused  on  Wall 


Street,  the  emerging  markets 
have  been  quietly  consolidate 
Ing  their  recovery  since  the 
dark  days  of  1996. 

The  tPC  composite  Index 
is  up  30  per  cent  since  the 
start  of  October  and  has  out- 
performed the  FT/S&P  World 
Index  by  around  4 per  cent 
since  the  start  of  1900.  Even 
the  Brasilian  devaluation 
does  not  seem  to  have  dis- 
couraged the  bulls, 

But  has  the  rally  gone  too 
for?  “Given  the  high  level  of 
current  and  forecast  Interest 


rates,  i^tfa  American  equity 
markets  do  not  appear  par- 
ticularly cheap  relative  to 
faith  anA  fixed-income  alter1 
natives.  Indeed,  following 
the  rally  in  Mexico,  valua- 
tions are  beginning  to  look 
stretched,**  says  the  emerg- 
ing markets  team  at  HSBC. 

“We  continue  to  prefer 
Asia  to  Latin  America.  Revi- 
sions to  earnings  and  eco- 
nomic estimates  In  the  latter 
are  still  negative,  whilst  eco- 
nomic expectations  are  now 
bottoming  in  Asia.** 


tarnishes 


Takeovers 
fail  to  boost 
broad  Wall  St 


Banking  frenzy  hits  Milan 


AMERICAS 


U9  shares  were  mostly  lower 
at  midsession  as  a series  of 
takeover  deals  did  little  to 
raise  sentiment  in  the  broad 
market,  writes  John  Labate 
m New  York. 

A J6Dbn  deal  in  the  cable 
Industry  sent  many  commu- 
nications stocks  higher. 
Comcast  said  it  would 
acquire  MedlaOne  Group, 
and  MedlaOne  shares 
climbed  10  per  cent  or  $6£  to 
S66H  while  Comcast  tumbled 
$6^  or  more  than  9 per  cent 
to  $63ti-  The  tie-up  links  the 
US's  third  and  fourth  largest 
cable  companies. 

In  a separate  deal.  Vivendi 
of  France  agreed  to  acquire 
US  Filter,  the  leading  water 
company.  US  Filter  shares 
were  unchanged  at  $30ft  on 
the  news. 

By  early  afternoon,  the 
blue-chip  sector  had  given 
back  its  gains  from  early  in 
the  session,  with  lower 
prices  of  computer  sector 
stocks  putting  a damper  on 
the  market.  The  Daw  Jones 
Industrial  Average  lost  4.16 
to  9.399.39  in  early  afternoon 
trading.  The  broader  Stan- 
dard & Poor's  500  index  was 
off  1.13  at  1,298.16. 

Among  the  Calling  stocks 
in  the  Dow,  Sears  Roebuck 
last  gift  at  $43%  and  com- 
puter company  Hewlett- 
Packard  gave  up  $!&  at 
$69%. 

Dell  Computer  tumbled  6.6 
per  cent  or  $2fi  to  $37&  after 
analysts  at  Donaldson,  Luf- 
kin & Jenrette  cut  their  reve- 
nue and  earnings  estimates. 
The  move  put  other  com- 
puter makers  under  pres- 
sure, Including  Compaq, 
down  $ti  at  $30&. 

“Other  than  the  internet, 
the  rest  of  the  tech  sector  is 
not  doing  that  well  now," 
said  Dan  Mathisson,  head 
stock  trader  at  D.E.  Shaw 


Securities  In  New  York.  The 
American  Stock  Exchange's 
Internet  index  was  more 
than  13  per  cent  higher  at 
289.65  as  takeover  specula- 
tion swirled  through  the  sec- 
tor. 

Broadcast.com,  the  web- 
casting company,  surged 
$28'/,  to  $113%  on  rumours 
that  the  company  was  in 
talks  with  Yahoo!.  Yahoo! 
shares  were  S2  higher  at 
$172. 

Online  advertising  compa- 
nies were  higher  as  well, 
with  DoubleCUck  up  $17%  to 
$197%  after  it  announced  a 
high-speed  internet  deal 
with  Comcast. 

Shares  of  Microsoft  put  on 
$2ft  at  $173'.-i  on  speculation 
that  the  largest  software 
company  was  near  a settle- 
ment agreement  with  regula- 
tors in  its  antitrust  lawsuit 

TORONTO  stocks  held  up 
at  midsesston  thanks  to  a 
firm  resource  sector.  The 
TSE-300  composite  Index  was 
13.01  higher  at  6,611.83  In 
volume  of  38.4m  shares. 

The  market  had  opened 
higher,  propped  up  by  surg- 
ing oil  stocks  on  expecta- 
tions that  Opec  oil  producers 
would  give  their  blessing  to 
output  curbs  In  an  effort  to 
boost  slumping  oil  prices. 

In  the  oil  and  gas  group, 
Imperial  Oil  rose  50  cents  to 
C$28.50  and  Canadian  Occi- 
dental Petroleum  20  cents  to 
C$18.40. 

Big  screen  movie  theatre 
group  Zznax  soared  C$3.35  to 
C$28  after  Goldman  Sachs 
upgraded  the  company's 
prospects. 

Last  month,  the  Toronto- 
based  group  reported  a 
C$l6.4m  loss  in  its  fourth 
quarter  on  a massive  write- 
down on  Its  Rjdefilm  divi- 
sion. But  the  US  investment 
bank  said  that  Imax  had 
been  over-penalised  by  the 
write-down. 


Mexico  City  weakens 


MEXICO  CITY  drifted  lower 
on  profit-taking  after  the 
recent  extensive  rally.  By 
midsession,  the  tPC  index 
was  58.65  or  1.2  per  cent 
lower  at  4,725.68  with  many 
Investors  said  to  be  on  holi- 
day already  for  Easter. 

SAO  PAULO  saw  a similar 
trend  as  profit-takers 
stepped  in  after  the  market's 
22  per  cent  rise  so  far  this 
month.  By  midsession,  the 
Bovespa  index  was  197  or  13 


per  cent  tower  at  10,639. 

Analysts  said  the  index 
was  likely  to  face  pressure 
from  the  foreign  exchange 
market  as  local  companies 
faced  foreign  debt  maturity. 

BUENOS  AIRES  gave  up 
13  per  cent  at  midsesslon  as 
investors  moved  to  slice  off 
some  of  their  gains  Cram  the 
market's  8 per  cent  climb  so 
far  this  month.  The  Merval 
Index  was  6.44  or  1.6  per  cent 
weaker  at  403.60. 


arore 

Twin  takeover  bids  in  the 
Italian  banking  sector  made 
for  hectic  activity  in  MILAN 
where  trade  was  delayed  on 
a number  of  stocks  due  to 
excessive  gains. 

The  real-time  Mlbtel  Index 
closed  202  lower  at  25.036,  off 

a high  of  25,565  and  Up  from 
a low  of  24,891. 

Shares  in  takeover  target 
hanks  performed  exception- 
ally strongly  and  the  merger 
frenzy  also  helped  to  push 
other  banka  higher. 

Shares  in  Banca  dl  Roma, 
target  of  a friendly  $9.7bn 
share  swap  offer  from  San 
Paolo-IML  closed  7.3  per  cent 
higher  at  €1.51  alter  soaring 
almost  13  per  cent  at  the 
open. 

BCI.  courted  with  a 
$16.4bn  share-swap  offer 
from  UrdCredito,  closed  4.9 
per  cent  higher  at  €7.55,  off  a 

The  FTSE  Eurotop  300  Mex  tali 
6.38  or  0.51  per  cent  to 
1,251.72.  See  Euro  Prices  page. 

high  of  €7.95.  BC1  savings 
shares  were  28  per  cent 
higher  at  €7.46  by  the  close 
after  leaping  43  per  cent 

Shares  in  the  two  preda- 
tors fell,  with  San  Paolo 
down  5.3  per  cent  at  €14.95 
and  UniCredito  5.3  per  cent 
lower  at  €5.01. 

Among  other  banks,  Intesa 
finished  1 per  cent  lower  at 
€5.51  after  an  early  €5.80, 
but  BNL  closed  5.2  per  cent 
higher  at  €3.19. 

Mediobanca  jumped  6-2  per 
cent  to  €13.38  after  earlier 
suspension  for  excessive 
gains.  Speculation  suggested 
that  the  merchant  bank 
could  itself  be  a takeover  tar- 
get, thanks  in  part  to  its  sig- 
nificant holding  in  Insurer 
Generali,  which  rose  4 .3  per 
cent  to  €38.26. 

FRANKFURT  was  lower, 
led  down  by  weakness  in 
SAP  and  Lufthansa,  while 
Commerzbank,  the  day's 
most  heavily  traded  stock, 
bucked  the  weak  trend.  The 
Xetra  Dax  index  closed  with 
a loss  of  74.07  at  5JJ34.G8. 

News  that  Commerzbank, 
which  reports  1998  results 
tomorrow,  was  seeking  to 
buy  back  up  to  10  per  cent  of 
its  shares  sent  the  stock  10 
cents  higher  to  €2&20. 

News  that  Commerzbank 
might  seek  to  buy  a stake  in 
Credit  Lyonnais  when  the 
F'rench  bank  is  privatised 
later  this  year  spurred 
merger  speculation  which 
also  helped  the  stock. 

In  the  opposite  direction 
Dresdner  Bank  lost  90  cents 
to  €37.60  in  an  extension  of 
the  profit-taking  which 
called  a halt  to  the  shares' 
strength  In  the  wake  of 
BNP’s  bid  for  Socifitfi 


JawadHfMt- 


BCil.  - 

Smpteft 


UrUCrttfto 
StenutsH . 


_•  Jan  1SB8  Mar- 
fiirti  fawner 


Jah  1909  Mr  Jan  1W9  Mar 


Generate  and  Paribas.  Dresd- 
ner and  BNP  have  small 
cross-shareholdings , 

SAP  tumbled  €11.40  to 
€276.10  as  Investors  dis- 
played nerves  over  the  busi- 
ness software  maker's  ability 
to  sustain  high  growth  lev- 
els. The  group  reports  1998 
group  results  on  Thursday. 

PARIS  ended  marginally 
down  as  inflation  worries 
weighed  on  the  market.  The 
CAC-40  edged  22.69  lower  to 
4,197.06  as  fears  of  higher 
commodity  price  Inflation 
were  fanned  by  the  continu- 
ing recovery  In  oil  prices. 
Volume  remained  subdued 
throughout  the  session. 

Oil  stocks  Elf  Aquitaine 
and  Total,  which  had  put  in 
a sharp  rally  last  week  on 
the  back  of  Brent  oil's  recov- 
ery, ended  lower.  Elf  closed 
down  €1.80  at  €1252  while 
Total  declined  €1.90  to 
€108.10. 

The  negative  sentiment 
also  affected  cyclical  stocks, 
with  Legrand  slipping  3 per 
cent  or  €5.90  to  €188.10  and 
Schneider  ending  70  cents 
lower  at  €5L30. 

Food  company  EridanJa 
Beghin-Say,  however,  gained 
4 per  cent  or  €5  at  €130  as 
the  session's  top  performer. 
The  company's  shares  were 
buoyed  by  speculation  over 
the  possible  takeover  of  Its 
Italian  parent  company  Com- 
part by  a predator. 

LVMH  closed  20  cents 
lower  at  €234  as  it  attempted 
to  thwart  a tie-up  between 
Gucci  and  Pinault-Prin- 
temps-Redoute. 

ZURICH  closed  easier  as 
stocks  that  bad  held  steady 
for  most  of  the  session  came 
under  pressure  when  Wall 
Street  opened  little  changed. 
A weakening  dollar  also  cost 
the  market  some  of  Us 
momentum.  The  SMI  index 
finished  54.7  lower  at  7,153.6. 

Novartis,  actively  traded 
again,  finished  SFrSO  lower 
at  SFr2,415  after  Initial 
gains.  Bank  Saras  In  down- 
graded the  stock  and  low- 
ered Its  earnings  forecast  by 
around  5 per  cent.  Rival 
Roche  slid  SFrlOO  to 
SFr 18,020. 


Red  chips  lift  HK  sentiment 


ASIA  PACIFIC 


Aslan  markets  were  mostly 
higher  but.  with  TOKYO 
closed  for  a public  holiday, 
there  was  little  force  behind 
the  trade. 

HONG  KONG  advanced 
modestly  as  institutional 
Interest  kept  the  Hang  Seng 
index  above  11,000  points. 
However  H shares  were  the 
star  performers,  making 
strong  gains  in  response  to  a 
surge  in  China's  B shares  as 
investor  interest  broadened, 
underpinned  by  improved 
sentiment  towards  China. 

The  blue-chip  Hang  Seng 
closed  24.32  higher  at 
11,107.24,  after  crossing 
11.000  [or  the  First  time  in  11 
months  on  Friday. 

The  H-share  index  of  main- 
land companies  listed  in 
Hong  Kong  rallied  19.53  or 
5.4  per  cent  to  378.54  as 
Shanghai's  hard  currency  B 
index  surged  9.3  per  cent  to 
2G.444  and  Shenzhen’s  B 
shares  gained  5.1  per  cent  to 

48.90. 

Analysts  said  that  some 
investors  apparently  expect 
good  news  about  China 
entering  the  World  Trade 
Organisation  when  premier 
Zhu  Rongji  visits  the  US 
next  month. 

TAIPEI  managed  to  close 
at  a three-month  high,  above 


Jan  1999  Mar 


the  psychologically  impor- 
tant 7,000-point  threshold  on 
the  weighted  index.  In 
response  to  news  of  improv- 
ing export  orders  and  indus- 
trial output. 

Profit-taking  had  repeat- 
edly emerged  to  erode  the 
day's  gains  but  by  the  close, 
the  index  was  49.85  or  0.7  per 
cent  higher  at  7,043.23.  Turn- 
over slowed  to  T$99.7bn, 
compared  with  Saturday's 
T$i35.4ba  and  several 
T$l40bn-plus  sessions  during 
last  week's  strong  rally. 

Analysts  noted  that  the 
market  was  boosted  by  the 
economics  ministry's  raid- 
morning  announcement  that 
foreign  orders  for  Taiwanese 
goods  and  industrial  output 


showed  solid  growth  over 
the  first  two  months  of  1969. 
bolstering  hopes  that  an  eco- 
nomic slowdown  blamed  on 
Asia's  recession  has  bot- 
tomed out 

KUALA  LUMPUR  ended 
mostly  lower  as  Investors 
were  unimpressed  by  the  lat- 
est spate  of  company  results. 

The  composite  index  was 
down  6.36  at  507.55.  with  vol- 
ume remaining  very  thin. 

Shares  in  financial  ser- 
vices group  Commerce 
Asset-Holding  fell  by  as 
much  as  20  cents  before  end- 
ing fiat  at  M83B4.  The  com- 
pany’s 1998  net  profit  of 
M$79.B6m  came  in  slightly 
below  consensus  market 
forecasts. 

Property  and  construction 
company  Taiping  Consoli- 
dated fell  7.5  per  cent  to  17 
cents  on  news  that  the  group 
would  issue  preference 
shares  to  repay  its  debts. 

SINGAPORE  ended  higher 
largely  in  response  to  the 
continuing  upward  momen- 
tum in  property  shares.  The 
property  index  rose  2.8  per 
cent,  with  City  Develop- 
ments gaining  25  cents  lo 
588.20  over  the  company's 
plan  to  buy  several  apart- 
ment units  in  a Singapore 
property  project. 

But  shares  of  diversified 
conglomerates  SembCorp 


Industries  and  Keppel  were 
depressed  by  news  that  the 
government  had  called  off 
the  sale  of  a 60  per  cent 
stake  in  Tuas  Power,  for 
which  both  had  tendered. 

After  fluctuating  in  a tight 
range  In  the  morning,  the 
Straits  Times  index  finished 
1.68  per  cent  higher  at 
1.497.68. 

BOMBAY  clawed  its  way 
back  from  the  day's  lows  to 
finish  higher  In  response  to 
a late  bout  of  Institutional 
buying. 

The  BSE-30  Index  gained 
40.55  to  3,713.18  in  volume  of 
61.8m  shares. 

Satyaffl  Computer  Services 
was  the  day’s  star  performer, 
jumping  RallS. 25  to 
Rs 1,621 .25.  Among  other  big 
gainers,  Associated  Cement 
Companies  put  on  Rs98.75  to 
Rsl, 334.75  and  Bajaj  Auto 
was  RS44.25  higher  at 
RB598.25. 

KARACHI  was  higher  In 
spite  of  a court  ruling  on 
Hubco  that  created  uncer- 
tainty among  investors.  The 
KSE-ioo  index  closed  18.75  or 
1-8  per  cent  higher  at 
1,069.62. 

Hubco  rose  65  pstse  to 
Ral7.75  as  a court  ordered 
the  company  and  state  util- 
ity Wapda  to  settle  their  row 
over  tariffs  in  an  Interna- 
tional arbitration  court. 


CS  Group  broke  from  Its 
recent  upward  trend  and 
shed  SFr4.SO  to  SFr286  after 
the  bank  announced  it  had 
acquired  Spain's  GeBtion 
Integral,  a Madrid-based 
family  business  specialising 
In  private  banking  services. 
UBS  was  little  changed,  los- 
ing 50  centimes  to  SFr 483. 

AMSTERDAM  gave  up  a 
modest  lead  in  afternoon 
trade  to  close  mixed.  The 
AEX  index  followed  the  lead 
of  a weak  Wall  Street  open- 
ing and  easier  neighbouring 
markets  to  close  230  weaker 
at  544.27. 

Gucci,  the  Italian  fashion 
house  involved  in  a bitter 
takeover  dash  with  France's 
LVMH,  remained  at  the  cen- 
tre of  attention.  Gucci  shares 
soared  €6.70  or  10  per  cent  to 
€73.70  after  the  company 
said  ft  would  give  serious 
consideration  to  the  SSI-per- 
share  bid  from  the  French 


luxury  goods  group.  On  Fri- 
day, France's  Plnault-Prin- 
temps-Redoute  bid  $75  a 
share  far  Gucci. 

TNT  Prat  Group  tumbled 
€1.70  or  5.6  per  cent  to  C2BJ50 
after  the  mall  and  logistics 
group  reported  an  18  per 
cent  rise  In  1998  profits  but 
then  disappointed  the  mar- 
ket with  an  outlook  of  lower 
profit  growth  this  year. 

Baan  continued  to  benefit 
from  US  demand  after  last 
week’s  news  that  it  would 
supply  enterprise  resource 
planning  to  Boeing.  Shares 
In  the  software  group  put  on 
60  cents  to  €8.45  in  a contin- 
uation of  the  recovery  from 
last  week's  low  for  the  year 
of  €RJ5. 

Elsewhere,  temporary 
employment  agency  Content 
Jumped  another  €1.10  or  5.6 
per  cent  to  €20.90  on  take- 
over speculation  after  last 
week's  resignation  of  the 
company  chairman. 

MADRID  closed  lower 
with  the  general  index  down 
8.64  at  885.05. 

Repsol  slipped  79  cents  to 
€47.70  as  Investors  viewed 
the  Impact  of  higher  oil 
prices  on  the  company  as 
neutral. 

The  hanking  sector,  how- 
ever, benefited  from  the 
merger  talk  in  Italy.  San- 
tander rose  13  cents  to  €1932 
and  BCH  gained  1 cent  to 
€11.65. 

Written  aid  edited  by  MteJusf 
Morgan,  Dorian  (Umbel,  Peter 
Hall  ami  Paul  Grogan 


Cold  shares  tumbled  from 
their  highs  on  the  Johannes- 
burg stock  exchange  fast 
week  as  the  bullion  price 
weakened  on  fears  that  the 
International  Monetary 
Fund  would  turn  a large* 
scale  seller  of  g old. 

The  tremors  in  the  gold 
market  combined  with  a hec- 
tic futures  close-out  to  send 
JSE  volumes  Into  orbit. 
Value  traded  on  Thursday, 
the  day  of  the  futures  dose- 
out,  hit  a dally  record  of 
RSbn,  helping  to  make  for  a 
record  week. 

While  gold  shares  have 
been  on  a rollercoaster  ride, 
the  rest  of  the  market  has 
seen  a fairly  steady  climb 
this  year. 

Fuelled  by  Interest  rate 
cuts  and  expectations  of  fur- 
ther monetary  easing,  the  all 
share  Index  has  risen  22  per 
cent.  Financial  shares  have 
been  one  of  the  main  attrac- 
tions In  the  declining  inter- 
est rats  environment. 

Gold  bugs  are  emphatic 
that  they,  too,  will  have 
their  day  as  the  South  Afri- 
can gold  mining  industry 

has  shaped  up  and  stands  to 
benefit  handsomely  from  the 
cut  in  the  corporate  tax  rate 
announced  in  the  budget. 

Moreover,  the  rand 
exchange  rate  is  favourable 
nnrt  the  rb^nrwg  of  the  CUT- 
rency  strengthening  are 
remote.  But  there  is  a cloud 
hanging  over  the  gold  mar- 
ket - the  fear  of  gold  sates 
by  the  IMF. 

Jacques  Chirac,  the 
French  president,  first  raised 
the  idea  to  sell  IMF  gold  to 
finance  debt  relief  fin-  poor 
countries.  Then  Bill  Clinton, 
the  US  president,  expressed 
support  for  the  idea,  sending 
the  gold  price  plummeting  $9 
an  ounce. 

The  effect  on  the  JSE  was 
predictably  ugly  - gold 
shares  tumbled,  losing 
almost  io  per  cent  in  a week 
and  ending  a robust  rally. 
The  all  gold  index  - replaced 
by  a new,  wider-ranging 
mining  index  on  Friday  - 
ended  its  life  at  914.2  on 
Thursday,  having  reached  a 


South  Afriok 
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party  tor  the  year  at  1,018  the 
previous  week.  Yesterday 
was  a public  holiday,  which 
meant  there  was  no  trade  on 
the  JSE. 

Gold  shares  were  due  for  a 
correction  anyway,  having 
raced  up  as  the  market 
digested  the  news  of  the  cut 
in  the  corporate  tax  rate  to 
30  per  cent  from  35  per  Cent 
Sven  After  the  correction, 
blue-chip  Anglogold,  which 
lost  R1.80  on  Friday  to 
te43^o,  waa  Bttn  13  per  cent 
up  this  month.  From  Its 
year's  low  of  847.5  at  the  end 
of  February,  the  gold  index 
had  added  about  20  per  cent 
in  about  two  weeks. 

Grog  Hunter,  gold  analyst 
at  Deutsche  Morgan  Gren- 
fell, said  high  tax-paying 
companies,  such  as  Anglo- 
gold,  could  benefit  most 
from  the  cut  hi  the  tax  rote. 
The  reduction  in  tax,  and 
the  stronger  rand  gold  price, 
were  likely  to  offset  an 
expected  three-tan  reduction 
In  Anglogold's  gold  produc- 
tion in  tile  March  quarter, 
BOE  Securities  gold  ana- 
lyst Gerard  Kemp  said  the 
lower  tax  rate  should  add  3 
to  5 per  cent  to  gold  shares 
on  a net  asset  value  baste, 
based  on  their  value  at  the 
time  of  last  month's  budget. 

An  analyst  said  that 
although  the  gold  price 
could  test  $280  an  ounce 
again,  it  was  expected  to 
average  $295  this  year, 

Greta  Steyn 
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Institutional  Buy-Out  of  The  IMO  Car  Wash  Group 

By  NatWest  Equity  Partners 


CAR  WASH 


£99,700,000 

Senior  Secured  Credit  Facilities 


Arranger  and  Agent 


Paribas 


Co-Arrangers 

BAN K OF  SCOTL AN  D"  NatWest  Acq uisition  Finance 


Senior  Lead  Managers 

Abbey  National  Treasury  Services  pic 
Bayerische  Hypo-  und  Vereinsbank  AC 
Credit  Lyonnais 
Erste  Bank 

Union  Europdenne  de  CIC 


Lead  Managers 

AIB  Capital  Markets 
BHF-BANK  AG,  London  Branch 
IKB  Deutsche  lndustriebmk  AG 


Managers 

Banca  Monte  dei  Paschi  di  Siena  S.p.A  - London  Branch 
Banco  Esptrito  Santo 
KBC  Bank  N.V. 

N M Rothschild  & Sons  Limited 
Singer  & Fried  lander  Limited 
The  Samoa  Bank,  Limited 
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New  technology 
is  driving 
mating  dances 

Exchanges  are  having  to  face  up  to  sacrificing 
their  autonomy  or  being  sidelined  in  a shrinking 
domestic  environment,  writes  Edward  Luce 


Exchanges  are  like  airlines: 
every  self-respecting  nation 
most  have  one  regardless  of 
whether  or  not  they  need  it 
Much  like  the  airline  indus- 
try, however,  the  world's 
stock  and  derivatives 
exchanges  are  scrambling  to 
join  an  ever-shrinking  pool 
of  cross-border  alliances  to 
remain  viable.  Driven  by 
new  technology  and  the 
growing  power  of  the  world's 
largest  institutional  inves- 
tors, exchanges  are  being 
confronted  with  the  choice 
of  sacrificing  their  autonomy 
or  being  sidelined  in  a 
shrinking  domestic  environ- 
ment 

The  most  obvious  sign  of 
this  is  in  the  hugely  ambi- 
tious drive  to  create  a pan- 
European  stock  market 
which  at  the  latest  count 
will  Involve  eight  exchanges. 
Although  the  process  led  by 
the  London  Stock  Exchange 
and  the  Deutsche  Bdrse  was 
only  formally  launched  in 
January,  the  logic  is  much 
the  same  as  that  which,  led 
to  the  launch  of  Europe’s 
single  currency.  Eventually, 
once  a common  trading  plat- 
form Is  In  place  by  3001  or 
2002,  Europe's  national  stock 
exchanges  will  come  to 
resemble  their  domestic  cen- 
tral banks:  local  (and 
increasingly  irrelevant) 
branches  of  a continent-wide 
unit 

But  the  most  widespread 
and  radical  changes  are  tak- 


ing place  among  the  world's 
derivatives  exchanges.  With 
the  notable  exception  of  Chi- 
cago. where  the  Chicago 
Board  of  Trade  and  tbe  Chi- 
cago Mercantile  Exchange 
remain  uneasily  attached  to 
the  dying  culture  of  “open 
outcry"  pit  trading,  technol- 
ogy has  been  triumphant  in 
the  past  12  months. 

From  the  Singapore  Inter- 
national Monetary  Exchange 
and  the  Sydney  Futures 
Exchange  in  Asia  to  the  Lon- 
don International  Financial 
Futures  and  Options 
Exchange  and  Matif  in 
Europe,  the  whirr  of  the 
screen  has  been  drowning 
out  tbe  cries  of  the  trading 
floor.  With  the  launch  of 
Globex,  an  alliance  between 
Matif,  the  French  exchange, 
the  Chicago  Mercantile 
Exchange  (CME)  and  Sim  ex 
in  Singapore,  the  world  will 
soon  have  a 24-bour  elec- 
tronic trading  platform 
accessible  on  a rotating  basis 
from  the  globe’s  three  main 
time-zones.  Other  competing 
global  platforms  are  sure  to 
be  set  up  in  the  near  future. 

What  Is  driving  this  furi- 
ous pace?  And  will  it  ever 
stop?  The  most  important 
impetus  comes  from  dra- 
matic improvements  in  com- 
munications technology 
which  allows  huge  volumes 
of  data  to  circumnavigate 
the  globe  in  real-time  at 
near-zero  cost  This  advan- 
tage' enabled  Eurex,  the 


Frankfurt- based  electronic 
futures  exchange,  to  poach 
the  vital  future  on  the  10- 
year  German  government 
bond  from  floor-based  Liffe 
last  year  even  though  most 
of  the  demand  was  coming 
from  London  and  US 
screens. 

The  logic  of  technology 
also  enabled  the  National 
Association  of  Securities 
Dealers  in  the  l)S  to  merge 
with  tbe  American  Stock 
Exchange  which  it  hopes 
will  undercut  the  floor-based 
New  York  Stock  Exchange. 

The  need  to  raise  capital 
to  develop  new  electronic 
platforms  is  behind  tbe 
merger  of  the  cash  and 
derivatives  exchanges  in 
Hong  Kong  (announced  ear- 
lier this  month),  in  Singa- 
pore (announced  last 
November)  and  probably  in 
Sydney  later  this  year.  As 
with  Liffe.  which  was  com- 
pelled to  embrace  screen- 
based  trading  last  May,  the 
Asian  exchanges  also  plan  to 
demutualise  their  ownership 
structures  in  recognition  of 
the  fact  that  technology  has 
rendered  member-owned 
exchanges  anachronistic. 

The  ability  to  trade  on  a 
multitude  of  exchanges  from 
a laptop  anywhere  In  the 
world  has  made  a nonsense 
of  linking  ownership  to  trad- 
ing rights.  As  a result, 
exchanges  are  increasingly 
decoupling  the  link  between 
trading  permits  and  share 


ownership  and,  like  the  Syd- 
ney stock  exchange,  even 
listing  themselves  on  their 
own  exchange.  This,  in  turn, 
enables  them  to  raise  cash  to 
develop  the  next  generation 
of  trading  technology.  It  will 
also  enable  them  better  to 
meet  the  competitive  chal- 
lenge posed  by  the  rise  of 
alternative  internet-based 
trading  systems  and  elec- 
tronic quasi-exchanges  such 
as  Instinet,  the  system  oper- 
ated by  Reuters. 

Second,  tbe  largest  market 
operators,  the  big  mutual 
and  insurance  funds  and  the 
global  investment  banks, 
have  been  getting  larger  and 
more  powerful  in  relation  to 
the  local  coalitions  ifi  bro- 
kers and  traders  who  have 
often  sought  to  defend  the 
status  quo. 

For  some  exchanges,  such 
as  the  Deutsche  Bdrse, 
which  is  majority-owned  by 
tiie  leading  German  hanks, 
this  has  posed  no  problems. 
But  for  others,  such  as  the 
Chicago  Board  of  Trade 
(CBOT).  which  is  dominated 


by  self-employed  floor  trad- 
ers, . the  divergence  of  inter- 
ests between  the  largest  and 
smallest  players  has  become 
more  marked  over  tbe  past 
12  months.  Members  of  the 
CBOT  and  CME  scuppered  a 
plan  late  last  year  to  merge 
the  exchanges'  respective 
clearing  houses  seeing  no 
clear  benefit  in  the  tie-up. 

For  the  larger  members, 
most  of  whom  are  also  clear- 
ing members  of  Chicago’s 
European  competitors,  the 
merger  would  have  delivered 
significant  reductions  in  the 
cost  of  doing  business.  If  the 
CBOT  continues  to  resist 
change,  it  is  only  a matter  of 
time  before  competitors  seek 
to  undercut  the  exchange  by 
launching  a fully  electronic 
version  of  the  CBOTs  lead- 
ing contracts. 

Third,  the  logic  of  eco- 
nomic globalisation  has 
resulted  in  a split  between  a 
class  of  increasingly  liquid 
and  international  blue-chip 
stocks  and  derivatives  on 
the  one  hand,. and  a more 
domestic  category  of 'small- 


cap  stocks  and  derivatives 
instruments  on  the  other. 
Tbe  oa (performance  of  the 
S&P  500  against  tbe  Russell 
2000  index  of  smaller  cap 
stocks,  or  the  FTSE  250 
against  the  FTSE  Small  Cap 
Index,  over  the  past  three 
years  is  testimony  to  the 
growing  sway  of  cross-bor- 
der investors  who  seem  to 
have  neither  the  time  nor 
the  patience  to  invest  their 
cash  in  smaller  equities. 

The  growing  success  of 
Euro-NM,  the  recently 
launched  stock  market  for 
smaller  European  listings,  is 
one  answer  to  this  dilemma. 
Another,  as  recognised  by 
Frankfurt  and  London,  is  to 
launch  a separate  trading 
platform  for  Europe's  largest 
300  blue-chip  companies.  The 
same  logic,  albeit  with 
greater  ruthJessness,  applies 
to  the  market  for  European 
interest-rate  derivatives.  The 
volume  of  trading  in  the  Ital- 
ian and  French  bond  futures 
has  shrivelled  in  proportion 
to  trading  on  the  10-year 
German  government  bond 


since  they  were  redenomi- 
nated into  one  currency  on 
January  4.  Derivatives  are 
hedging  instruments  based 
on  underlying  cash  securi- 
ties. The  more  similar  the 
underlying  cash  Instruments 
become  (in  this  case  all 
being  redenominated  into 
euros)  the  less  point  there  is 
in  spreading  your  business 
among  them. 

But  it  would  be  misleading 
to  suggest  that  the  world  is 
marching  inexorably 
towards  the  creation  of  one 
large  cash  and  derivatives 
exchange.  For  a start,  the 
market  is  calling  the  shots, 
and  the  market  benefits, 
from  a degree  of  competition 
between  the  exchanges.  This 
has  kept  fees  down,  led  to 
the  deregulation  of  brokers' 
commissions  and  forced 
exchanges  to  adopt  the 
changes  the  market  wants. 

It  would  also  be  wrong  to 
imply  that  the  process  of 
consolidation  is  a seamless 
one.  The  decision  to  pool 
liquidity  is  perhaps  the  easi- 
est step  to  take.  The  thornier 


decisions  - such  as  which 
clearing  and  settlement  tech- 
nology to  adopt  and  which 
trading  platform  to  use  & 
come  later.  Increasingly,  pol- 
itics dicatates  that  the  LSE 
and  the  Deutsche  Bdrse  will 
probably  have  to  jettison 
their  own  trading  systems 
Sets  and  Xetra  in  favour  of  a 
new  platform  in  spite  of  the 
high  development  costs.  But 
there  is  no  obvious  formula 
to  determine  bow  the  eight 
European  exchanges  will 
split  the  revenues. 

These,  and  other  questions 
- for  instance,  how  can 
exchanges  obtain  maximum 
commercial  value  from  their 
proprietary  software  - have 
yet  to  be  answered.  But,  if 
the  airline  business  is  any 
guide,  exchanges  must 
recognise  that  power  is  shift- 
ing decisively  towards  the 
customer.  And,  in  the  world 
of  stock  and  derivatives 
exchanges,  the  customer  is 
becoming  particularly  asser- 
tive. The  next  12  months 
promise  as  many  upheavals 
as  the  last. 
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The  people  at  Delta  Air  Lines  had  an  ambitious  goal  They  wanted  to  revamp  their  cargo  system  in  time  for  a major  global  sporting  event.  It  should  have  taken  a year.  But  because  we 
of  their  organisation,  we  delivered  a solution  in  just  six  months.  Most  of  our  clients  have  goals  just  as  lofty.  Fortunately,  their  ambition  is  matched  by  our  enthusiasm  and 


became  familiar  with  every  part 
dedication,  vw.v 
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Oavin  Casey:  1 think  we  are  moving  forward  again'  John  Springs 


A pan-European 
enthusiast 


It  seems  bizarre,  but  it  is 
true.  The  post  erf  chief  exec- 
utive of  the  London  stock 
exchange  used  to  be  con- 
sidered the  most  thankless 
job  in  the  City.  From  the  Big 
Bang  in  the  mid-1980s  - 
which  led  to  the  disappear- 
ance of  the  trading  floor  - to 
the  embarrassment  and 
waste  surrounding  the  failure 
of  the  Taurus  settlement 
system  in  the  early  1990s,  to 
the  more  recent  unholy  row 
over  the  Sets  order  book, 
the  exchange  appeared  to 
be  floundering,  searching  for 
a role  in  an  increasingly 
international  City. 

Now,  on  the  22nd  floor  of 
the  exchange  tower,  a bit  of 
a white  elephant  in  the  era 
of  electronic  trading  but  with 
wonderful  views  across  Lon- 
don's rooftops.  Gavin  Casey 
believes  he  has  turned  the 
job  around.  As  he  studies 
recent  coverage  of  the 
exchange  he  senses  a grad- 
ual warming  of  attitudes.  "I 
think  we  are  moving  toward 
again,"  he  says,  although  the 
destination  - an  alliance 
with  the  thrusting  Deutsche 
Borse  to  create  a “super 
bourse"  to  trade  the  shares 
of  Europe’s  top  300  compa- 
nies - is  not  yet  firmly  fixed 
on  the  map. 

Mr  Casey  is  reluctant  to 
be  drawn  cm  the  mechanics 
of  creating  this  pan-Euro-  t 
pean  exchange.  But  he 
insists  that  both  the  British 
and  the  Germans  are  work- 
ing well  together.  Part  of  the 
problem  in  recent  years  has 
been  a desire  to  please 
everybody,  he  says  - men- 
tioning Taurus  specifically  - 
and  that  remains  an  issue, 
since  the  exchange  is 
owned  by  its  260  members, 
who  range  from  international 
giants  such  as  Merrill  Lynch 
to  smaller,  UK-focused 
houses,  and  whose  interests 
are  not  always  compatible. 

Mr  Casey,  52,  is  a Merrill 
Lynch  man.  Appointed 
group  finance  director  of 
Smith  New  Court  in  1989 
after  a career  with  Coopers 
& Lybrand.  County  Bank  and 
its  successor,  NatWest  Mar- 
kets. he  became  chief  oper- 
ating officer  in  1995  shortly 
before  Smith  New  Court  was 
taken  over  by  the  US  invest- 
ment banking  giant 

It  was  from  his  position  at 
Merrill  that  he  was  tapped  to 
head  the  exchange  as  its 
leading  members  sought  to 
restore  stability  after  the 
Taurus  fiasco,  which  cost 
hundreds  of  millions  of 
pounds  and  was  the  one 
decisive  factor  in  turning  the 
job  of  exchange  chief  execu- 
tive into  a poisoned  chalice. 


The  project  is  undeniably  complex  as  well  as  politically  sensitive  and  it  is  mpre  important  to  get  the  market  g 

A single  market  for  a single  T|mebAJc forfe  mUttlM  /‘“MX 


It  was  to  prove  the  adage 
that  you  can  please  some  of 
the  people  all  the  time  and 
all  of  the  people  some  of  the 
time,  but  you  can  never 
please  all  of  the  people  all  of 
the  time. 

Now  that  the  initial  mission 
appears  to  have  been 
achieved,  Mr  Casey  Is  lead- 
ing the  exchange  Into 
uncharted  waters.  The  goal 
of  creating  the  pan-Euro- 
pean market  - which 
appears  to  have  the  backing 
of  all  the  main  operators  in 
the  European  equity  mar- 
kets, even  if  they  don’t  all 
agree  on  how  it  should  be 
done  - will  require  much 
compromise  from  regulators, 
users  and  customers. 

In  all  honesty,  they  can't 
all  have  their  own  way,"  he 
says.  “Ail  of  them  are 
looking  at  what  makes  sense 
for  Europe.  Someone  has  to 
make  a concession." 

One  of  the  most  difficult 
issues  that  will  have  to  be 
resolved  between  London 
and  Frankfurt  - and  the  six 
other  European  exchanges 
closely  watching  “super 
bourse"  developments  — is 
how  its  ownership  will  be 
structured.  The  big  German 
banks  are  the  dominant 
owners  of  the  Deutsche 
B6ree,  a factor  that  sits 
rather  uneasily  with  Lon- 
don's one-fimv-one-vote 

structure.  Mr  Casey 
acknowledges  the  impor- 
tance of  the  issue  and  says; 
“Ownership  will  be  deter- 
mined on  the  basis  of  the 
value  each  exchange  brings 
to  the  new  market" 

The  exchange  is  confident 
it  is  bringing  a great  deal  of 
value  to  the  new  market, 
rnefuding  its  international 
outlook,  an  advantage  its 
critics  often  overlook.  Lon- 
don remains  pre-eminent  as 
a base  for  companies  from 
eexchangewhere  in  Europe 
and  from  the  Middle  East 
and  Asia  to  tap  new  capital 
and  investors  and  broaden 
their  shareholder  base.  Mr 
Casey  has  been  on  recent 
exchange  delegations  to 
China,  Egypt,  South  Africa 
and  India,  and  there  is  no 
prospect  of  its  international 
role  being  overlooked  as  its 
attentions  are  focused  on 
the  creation  of  the  pan-Euro- 
pean market 
“International  marketing  is 
a very  important  part  of 
what  we  do,"  Mr  Casey 
says,  although  he  sets  no 
target  for  overseas  listings 
for  1999.  “Quality  is  more 
important  than  quantity,"  he 
adds. 

Vincent  Boland 


currency  sounds  like  a great 
idea.  The  creation  of  the 
euro  is  expected  to  lead 
eventually  to  a massive  con- 
solidation of  European 
industry  and  the  creation  of 
bigger  companies  with  a 
pan-European  or  global 
reach.  It  seems  natural  for 
these  groups  to  be  listed  on 
an  exchange  where  their 
sharffi  ran  be  traded  freely 
by  a pool  of  institutional 
investors  whose  own  busi- 
ness will  also  become 

increasingly  pan-European. 

For  those  reasons,  the  pro- 
posal by  the  London  Stock 
Rvrfogngft  and  the  Deutsche 
Bdrse  to  create  a pan-Euro- 
pean  market  to  trade  the 
shares  of  Europe's  top  SCO 
companies  has  been  gener- 
ally welcomed.  Many  observ- 
ers agree  that  the  current 
structure  of  Europe's  stock 
markets  is  not  viable  in  the 
long  term  in  an  increasingly 
global  investment  environ- 
ment Liquidity  is  the  key  to 
successful  markets,  and  the 
promise  of  greater  liquidity 
thrown  up  by  the  proposed 
new  market  is  one  of  its 
main  attractions  for  inves- 
tors. 

“The  alliance  is  impecca- 
ble in  Us  logic,"  says  Fields 
Wicker-Miurin,  vice-presi 
dent  and  head  of  global  mar- 
kets at  AT  Kearney,  the 
management  consultants. 
“Equity  markets  are  most 
liquid  when  liquidity  and 
information  are  concen- 
trated at  one  point. 

But  if  the  creation  of  a 
pan-European  market  is  for- 
ward-thinking. its  genesis  is 
also  profoundly  defensive. 
This  aspect  of  the  London/ 
Frankfurt  link  has  been 
much  discussed  - which  is 
inescapable  given  the  con- 
text in  which  Europe’s 
'super  bourse”  is  emerging. 
The  crumbling  of  national 
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borders  in  business  and 
finance  makes  the  idea  of 
national  stock  exchanges  for 
international  companies 
redundant. 

“The  current  structure  is 
not  viable  in  the  long  term. 
This  [a  pan-European  mar- 
ket] is  the  way  forward," 
says  Hans  Christian  Iversen. 
a partner  at  Deloitte  & 
Touche  Consulting. 
“National"  stock  exchanges, 
Mr  Iversen  believes,  need  to 
concentrate  on  middle-mar- 


ket. capital-hungry  compa- 
nies. which  are  in  danger  of 
being  left  out  in  the  cold 
now  that  so  much  energy  is 
being  devoted  to  the  inter- 
ests of  Europe's  giants. 

But  there  is  a long  way  to 
go  before  a pan-European 
stock  market  becomes  a ful- 
ly-functioning reality.  One  of 
its  key  competitive  elements 
will  be  how  its  rules  and  reg- 
ulations work.  London  and 
Frankfurt  began  the  long 
process  of  harmonising  their 


trading  environments  earlier 
this  month;  The  published, 
proposals  seek  to  streamline 
trading  horns,  limit  order 
size  and  limit  validity.  How- 
ever,' that  was  the  tip  of  the 
iceberg.  Included  in  a genu- 
ine harmonisation  of  their 
rules  will  be  the  governance 
of  disclosure  of  price-sensi- 
tive information,  company 
reporting,  regulation,  clear- 
ing and  settlement,  and 
other  issues  of  concern  to 
investors. 

There  is  also  the  question 
of  who  should  control  the 
new  venture.  Many  Euro- 
pean stock  markets  are 
essentially  co-operatives. 
London  is  owned  by  its  260- 
odd  members  while  Frank- 
furt is  owned  by  German 
banks  but  essentially  con- 
trolled by  the  big  three  - 
Deutsche  Bank.  Dresdner 
Bank  and  Commerzbank. 
That  has  alienated  the 
smaller  German  banks  and 
may  yet  be  a problem  for 
London's  members,  who  are 
unlikely  to  want  the  new 


trading  system -to  be  con- 
trolled in  the  same  way- 

The  two  types  of  owner- 
ship structure  most  favoured 
are  for  the  pan-European 
market  to  be  either  a listed 
company  itself  or  for  it  to  be 
majority-controlled  by  its 
main  users  - international 
institutional  investors  and 
tbe  main  equity  trading 
houses.  The  former,  of 
course,  means  it  would  be 
vulnerable  to  .being  taken 
over.  An  ownership  struc- 
ture incorporating  all  the 
market’s  interested  parties 
therefore  seems  more  realis- 
tic* if  also  more  unwieldy. 
And  deciding  who  those 
interested  parties  are  will 
not  be  easy. 

Indeed,  some  observers 
argue  that  the  more  London 
and  Frankfurt  seek  to  satisfy 
the  vested  interests  that 
dominate  them  - companies, 
members,  regulators,  index 
providers,  etc  - the  greater 
the  likelihood  that  their 
vision  of  a pan-European 
market  will  be  overtaken  by 


US  OPTIONS  EXCHANGES  by  Nikki  Tait  in  Chicago 

Marriage  proposals 
dominate  the  sector 

The  need  to  capitalise  on  new  technologies  has  led  all  four  US 
options  exchanges  to  look  at  ways  of  pooling  know-how 


US  options 
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Consolidation,  alliances, 
technology-driven  competi- 
tion and  pressure  on  costs 
have  been  dominant  themes 
in  the  futures  industry  for 
the  past  12  months.  Bat  in 
many  respects,  those  same 
trends  have  also  been  evi- 
dent in  another  sector  of  the 
derivatives  , industry  - 
namely,  the  US  options  busi- 
ness. 

As  with  the  futures  indus- 
try, many  of  the  changes 
stem  from  the  ability  of  new 
technologies  to  deliver  cost- 
savings,  sought  by  trading 
firms  and  end-customers 
alike.  Tbe  need  to  capitalise 
on  such  developments  has 
led  all  four  US  options 
exchanges  to  look  at  ways  of 
spreading  costs  and  pooling 
know-how  - although  in  a 
number  of  cases,  marriages 
have  been  easier  to  propose 
than  to  consummate. 

The  latest  mating  dance 
began  with  the  decision  by 
the  American  Stock 
Exchange,  which  houses  the 
second  biggest  options  floor, 
to  merge  with  the  National 
Association  of  Securities 
Dealers.  This  deal  brought 
together  the  second  and 
third  largest  stock  trading 
systems  in  the  US.  But  many 
observers  also  felt  that  it 
would  ultimately  bolster 
Amex’s  options  arm.  thanks 


to  the  Nasdaq  market's  more 
sophisticated  technology  and 
the  combined  organisation’s 
larger  overall  presence. 

That,  in  turn,  presented 
the  Chicago  Board  Options 
Exchange,  birthplace  of  the 
option  industry  and  still  the 
largest  single  exchange  with 
an  overall  US  market  share 
of  about  51  per  cent  with  a 
fresh  challenge.  Last  June,  it 
set  off  a bidding  battle  for 
the  Philadelphia  Stock 
Exchange,  the  smallest  of 
the  four  main  operators  in 
the  options  business,  by 
sending  a formal  acquisition 
offer. 

CBOE's  move  followed 
months  of  behind-the-scenes 
activity  involving  itself,  the 
a max  and  the  Philadelphia 
Exchange.  To  no  one's  great 
surprise,  the  smaller 
exchange  ultimately  decided 
that  Amex.  located  much 
nearer  to  its  existing 
operations  than  CBOE. 
looked  the  preferable  part- 
ner. It  duly  joined  the  Amex- 
Nasdaq  ailiance. 

CBOE  then  launched  a sec- 
ond, more  promising  merger 
attempt,  when  it  secured  a 
pact  with  tbe  Pacific 
Exchange,  the  industry's 
third  largest  operator  in  mid- 
summer. This  deal  would 
have  left  trading  floors  In 
Chicago  and  in  San  Fran- 


cisco , but  the  exchanges 
would  have  had  a common 
board.  By  combining  forces 
on  the  technology  front,  the 
two  entities  estimated  that 
around  $80m  could  be  saved 
over  seven  years. 

But  here  again,  the  deal 
failed  to  be  finalised.  CBOE 
unilaterally  pulled  out 
of  the  transaction  early  In 
1999.  ostensibly  blaming  Jus- 
tice Department  queries, 
which  it  claimed  could 
mean  serious  delays  to  the 
deal. 

In  reality,  many  observers 
believed  that  the  rethink  on 
CBOE’s  part  was  also  due  to 
a new  challenge  - the  poten- 
tial arrival  of  the  Interna- 
tional Securities  Exchange,  a 
proposed  electronic 
exchange  which  plans  to 
launch  in  early  2000  and 
aims  to  trade  options  on  600 
leading  stocks. 

In  some  respects,  tbe 
options  markets  appear  less 
vulnerable  than  the  futures 
exchanges  to  this  type  of 
competition,  having  already 
incorporated  more  trading 
technology.  At  CBOE,  the 
most  technologically-ad- 
vanced options  market  in 
the  US,  hand-held  units  are 
commonplace  on  the  trading 
floor,  and  more  than  80  per 
cent  of  orders  flow,  in  elec- 
tronically. 
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Nevertheless,  all  four 
existing  exchanges  still  use 
the  “open-outcry”  execution 
system.  So.  with  no  trading 
floor  to  maintain,  the  LSB 
claims  that  it  will  have 
little  difficulty  in  under- 
cutting the  existing  opera- 
tors. 

One  reason  why  tbe  1SE 
has  been  taken  seriously  is 
that  its  backers  are  credible, 
boasting  established  track 
records  in  the  electronic 
trading  area.  They  include 
E*Trade,  the  first  online  bro- 
kerage, whose  founder  Bill 


Porter  will  be  the  ISE’s  ini- 
tial chairman;  A men  trade, 
another  big  operator  in  the 
discount/online  sector  and 
a handful  of  trading 
firms,  including  Herzog 
Heine  Geduld,  Knlght/Tri- 
mark,  and  Scottsdale  Securi- 
ties. 

On  the  technology  side, 
too.  there  .is  established 
expertise.  Suppliers  include 
Sweden's  OM  Gruppen, 
which  is  providing  the  elec- 
tronic trading  software,  and 
Compaq. 

The  ISE’s  plan  is  for  an 


promises  they  mate  to  . sat- 
isfy current  interests,  the 

more  vulnerable  they  are  to 
outside  interests  coming  in 
and  providing  what  the  mar-, 
ket  wants.  They  need  to  be 
aware  oF  that. -/Ms  Wteter-- 
Miunn  says-  ‘ - . - 

_ln  deeding  °n  tis  nature 
structure,  London  and 
Frankfurt  also  have  to  take 
account  of  the  interest*  o*  • 

the  six  other  European  stock 

exchanges  that  are  waiting 
impatiently  to  he  invited  for- 
mally to  participate  in  the 
development  of  the  nevrmax- 
ket  The  Amsterdam-  Brus^ 
sets;  Madrid.  Milan,  Paris 
and  Zurich  bourses  want  to 
join,  and  London  and  Frank- 
furt say  they  intend  asking' 
them  to  do  so.  But  in  the., 
meantime,  Paris.  Zurich  and  - 
Milan  have  formed  their  own . 
alliance  - limited  for  the 
moment  to  providing  open 
access  to  the  three  markets  . 
to  each  other's  members. 

They  insist  It  is  not  a 
spoiling  tactic  to  counter  the 

London/Frankfurt  proposal 
but  rather  a complement  to 
it  It  is  also  a convenient  fell-  - 
back  position  that  would 
leave  them  in  a strong-  posi- 
tion to  provide  a counter- 
weight to  the  UK  and  Ger- 
man exchanges  - which, 
adopted  their  own  cross- 
membership  agreement  ear- 
lier this  year  in  the  first 
phase  of  their  alliance  - tri 
the  event  that  the  “super 
bourse”  failed  to  materialise. 

The  timetable  for  the  new 
stock  market  remains  vague, 
although  a good  deal  of  prog- 
ress should  be  made  by  the  . 
third  quarter  of  1999.  The., 
project  is  undeniably  com- 
plex as  well  as  politically 
sensitive,  and  mistakes 
could  be  costly.  As  Mr  Iver- 
sen notes;  “It  is  more  impor- 
tant to  get  this  market  right 
than  to  get  it  early.” 


electronic  exchange  which 
would  trade  options  on  the 
600  leading  stocks.  About  30 
contracts  would  be  available 
when  the  ISE  launches  next 
. January,  - and  the  number 
would  then  double  each 
quarter. 

Members  of  the  exchange 
would  be  split  between  pri- 
mary marketmakers,  who 
would  be  obliged  to  support 
the  market  for  at  least  ID 
contracts  and  manage  orders 
in  their  assigned  options; 
ordinary  market  makers . 
who  would  trade  for  their 
own  account,  and  maintain 
markets  in  a smaller  number 
of  assigned  options:  and  an 
unlimited  number  of  broker/ 
dealers,  known  here  as  “elec- 
tronic access  members”. 

Trades  would  be  cleared  - 
. through  the  Options  Clear 
ing  Corporation,  which  guar 
an  tees  business  at  all  US 
options  exchanges. 

Already,  the  ISE  threat" 
has  brought  changes.  The 
Pacific  Exchange,  Amex  and 
CBOE  have  all  cot  fees,  and 
there  is  also  talk  of  doing 
•away  with  the  tradition"  of 
“grandfathered"  options  -• 
contracts  on  some  leading 
stocks  on  which  the  big 
options  exchanges  tacitly. 
agree  not  to  compete. 

CBOE  is  also  considering 
modifications  to  its  existing 
trading  structure  - in  partic- 
ular, extending  the  “desig- 
nated primary  markebaa- 
ker"  system  which  has 
applied  to  most  newly-intro- 
duced options  since  the  late 
1980s,  possibly  to  all  equity 
options.  In  addition,  it  has 
talked  of  developing  its  own 
fully-automated  trading 
system,  as  a defensive  mea- 
sure. 
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DEPOSITARY  RECEIPTS  by  John  Labate  in  New  York  and  Khozem  Merchant  in  London -j 

Mixed  results  for  ADRs  as  issuance  slows  down 

A factor  holding  back  the  market's  performance  has  been  the  astonishing  rise  of  the  Dow  Jones  industrial  Average  towards  10,000 


The  slowdown  that  has 
gripped  many  of  the  world’s 
regions  outside  the  US  has 
led  many  companies  to 
shelve  their  plans  to  list  on 
US  stock  exchanges.  And 
with  US  Investors  treading 
cautiously  through  the  mar- 
ket, the  market  for  Ameri- 
can depositary  receipts 
(ADRs),  has  continued  to 
show  mixed  results  in  tbe 
early  months  of  1999. 

ADRs  are  tbe  most  com- 
mon method  by  which  over- 
seas companies  secure  US 
shareholders.  Companies 
that  offer  ADRs  maintain  a 
stock  listing  in  their  domes- 
tic market,  while  the  ADRs 
are  denominated  in  US  dol- 
lars and  listed  on  a US 
exchange  - invariably  the 
New  York  Stock  Exchange. 

Both  sets  of  shares  tend  to 
rise  and  fall  in  tandem- 
Events  in  a company's 


domestic  market  have  a big 
impact  on  the  price  perfor- 
mance of  the  ADRs.  Recent 
volatility  in  emerging  mar- 
kets has  been  the  main  rea- 
son for  the  slump  in  the 
ADR  market  since  early 
19%,  and  there  has  been  a 
noticeable  slowdown  in  issu- 
ance in  that  period. 

Another  factor  holding 
back  the  market's  perfor- 
mance has  been  the  aston- 
ishing rise  of  the  Dow  Jones 
Industrial  Average  towards 
10,000.  “When  the  US  stock 
market  is  doing  well,  the  US 
dollar- based  investor  looks 
around  the  world  and  sees 
slower  growth,  currency 
fluctuations  and  volatility." 
says  James  Donovan,  global 
managing  director  for  depos- 
itary recipis  at  Citibank  in 
New  York.  “Many  [US  inves- 
tors] are  questioning  why 
they  should  be  following  the 


standard  diversification 
strategy." 

Mr  Donovan  believes  that 
just  as  US  investors  have 
favoured  large,  brand-name 
companies  in  the  recent 
phase  of  the  bull  market, 
they  have  also  prefered  to 
buy  large  AMI  share  listings 
over  smaller,  riskier  ones. 

The  ADR  was  the  first  and 
remains  the  foremost  secu- 
rity of  its  kind.  There  are 
some  2,000  ADR  programmes 
worth  about  WQObn.  How- 
ever. the  leading  50  ADR 
programmes  attract  70  to  80 
per  cent  of  liquidity. 

According  to  JP  Morgan, 
nine  of  the  top  10  ADR  pro- 
grammes by  volume  at  mid- 
March  had  appreciated  in 
value  since  the  start  of  the 
year.  Telefonos  de  Mexico 
led  the  pack,  up  29.6  per 
cent,  followed  by  ASM 
Lithography  Holding,  which 


recorded  a 283  per  cent  rise. 

The  ADR  Issuance  market 
does  not  typically  pick  up 
until  the  second  half  of  the 
year,  so  analysts  are  still 
hopeful  that  subsiding  vola- 
tility and  better  sentiment  in 
global  markets  will  coax 
more  companies  into  ADR 
listings. 

In  1998,  the  volume  of  new 
ADRs  coming  to  market  fell 
by  more  than  40  per  cent, 
according  to  Bank  of  New 
York,  the  largest  lead-man- 
ager of  foreign  secondary 
offerings  In  the  US.  The  list- 
ings raised  SlObn,  compared 
to  more  than  SlSbn  in  1997. 
But  according  to  Citibank 
estimates,  the  20  most 
actively  traded  ADRs  in  1998 
managed  to  outperform  the 
Standard  St  Poor's  500  index, 
gaining  more  than  20  per 
cent  in  value. 

While  ADRs  and  global 


depositary  receipts  tGDRs)  - 
issued  by  companies  seeking 
an  international  listing  In 
London  - are  tbe  main  ways 
through  which  companies 
from  emerging  markets  gain 
access  to  foreign  sharehold- 
ers, the  arrival  of  the.  euro 
has  created  a potential  new 
market  for  euro  depositary- 
receipts. 

Whether  an  EDR  market 
takes  off  remains  problem- 
atic, however.  One  poten- 
tially significant  source  of 
EDRs  could  be  US  compa- 
nies seeking  European  mar- 
ket listings,  particularly  on 
the  new  pan-European  stock 
market  being  proposed  by 
the  London  and  Frankfurt 
stock  exchanges. 

The  development  of  an 
EDR  market  would  require 
European  bourses  to  act  as 
agents  for  US  clearing  insti- 
tutions. and  so  far  there 


appears  to  be  a reluctance 
among  Europe’s  exchanges 
to  do  so.  “In  time.  EDRs  may 
emerge  as  a better  way  to 
sell  US  securities  to  Euro- 
peans. For  now.  the  problem 
is  that  you  cannot  settle  US 
securities  in  Europe,”  says 
John  Millar,  managing  direc- 
tor of  equity  capital  markets 
at  Merrill  Lynch  in  London. 

Currently,  however,  there’ 
are  only  two  EDR  pro- 
grammes, by  Zagrebacka 
Banka,  a Croatian  bank,  and 
an  Egyptian  brewery.  Bank- 
ers are,  for  the  momenta 
relaxed  about  the  lack  of 
Et)R  issuance.  After  the  Rus- 
sian and  Asian  crises, 
emerging  markets  are  a low 
Priority  for  fund  managers, 
who  are,  in  any  case,  concen- 
trating on  eurtHzone  invest- 
ment amid  a wave  of  cross- 
border  mergers  and.  consoli- 
dation. 


International 


When  it  comes  to  raising  international  capital,  the  London  Stock  Exchange: 

* accounts  f°r  turnover  in  international  equities  than  any 

other  exchange  - over  £2,000  billion  ($3,300  billion)  in  1998 

* haS  enabled  international  companies  from  60  countries  to  raise 
capital  — more  than  any  other  exchange 

* haS  alreacJy- this  year,  transacted  around  40%  of  total  trading  on 
its  market  in  euros 

To  find  out  what  the  London  Stock  Exchange  can  offer  please  call  us  on 
+ 44  171  797  1 372  or  fax  us  on  +44  171  334  8954. 


London  stock 


exchange 
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ONLINE  EXCHANGES  by  James  Mackintosh — " 

Global  computer  network  may  be  a recipe  for  disaster 


London  and  other  large, 

The  Stock  Exchange’s 
relationship  with  the  internet 
started  with  a bang  and  has  not 
yet  recovered.  But  if  London  s 
stock  market  - the  biggest  in 
Europe  - cannot  get  to  grips  with 
online  share  dealing  and  the 
increased  power  the  worldwide 
computer  network  gives  private 
investors  it  could  face  disaster. 

At  least,  so  the  doomsday  sce- 
nario has  it.  London,  and  other 
large,  liquid  stock  markets,  will 
first  lose  their  role  as  a way  of 
raising1  capital  for  companies. 
This  is  because  the  internet  will 
allow  businesses  to  link  directly 
to  investors  wanting  new  shares. 
The  owners  of  these  shares  will 
then  he  able  to  trade  cheaply 
with  each  other,  bypassing  inter- 
mediaries such  as  stockbrokers 
and  the  market. 

In  the  long  term,  according  to 
Mike  Mathias,  principal  of  the 
consulting  group  at  IBM.  shares 
could  be  bought  and  sold 
securely  over  the  net  using 


liquid  stock  markets  could  go  out  of  business  if  they  do  not  get  to  grips  with  online  share  dealing 

be  seen  as  an  advanced  version 


systems  designed  for  otter  sec- 
ond-hand goods,  with  global  secu- 
rity administered  by  the  United 
Nations.  However.  Mr  Mathias 
says  stock  exchanges  are  likely 
to  survive  because  they  “add 
value  by  providing  certain  mint 
mum  standards  on  companies 
that  seek  to  raise  funds”. 

Attempts  to  avoid  formal  mar- 
kets by  using  the  internet  are 
still  in  their  infancy.  But  tens  of 
millions  of  dollars  are  already 
being  raised  for  new  businesses 
from  investors  keen  to  gain 
direct  access  to  initial  public 
Offerings  (IPOs),  traditionally  an 
area  dominated  by  investment 
banks  and  Institutions.  And  off- 
exchange  trading  is  - slowly  - 
beginning  to  spread  from  institu- 
tions to  private  investors  who 
can  use  the  internet  and  elec- 
tronic networks  to  trade  with 
each  other. 

This  is  not  likely  to  happen 
soon.  However.  London  is  well 
behind  the  US  markets,  particu- 


larly Nasdaq,  the  high-technol- 
ogy specialist  market,  in  its 
approach  to  the  internet  Where 
Nasdaq,  the  NYSE  and  European 
bourses  give  out  share  prices  and 
even  raise  cash  from  advertising. 
London’s  web  site  Is  little  more 
than  a series  of  leaflets  explain- 
ing how  the  market  works. 

The  exchange  was  forced  to 
back  down  in  its  first  encounter 
with  the  new  technology,  in  1996, 
it  pulled  the  plug  on  Electronic 
Share  Information,  a start-up 
venture  planning  to  sell  share 
prices  on  its  web  site,  and  then 
threatened  legal  and  disciplinary 
action  against  a stockbroker 
linked  with  the  company.  ESI 
survived  and  thrived  by  provid- 
ing investors  with  what  they 
want  most:  cheap,  up-to-date 
information. 

However,  the  stock  market  - 
along  with  other  world  markets  - 
is  not  just  being  challenged  over 
data.  Its  two  core  functions  could 
be  under  threat  over  the  next  six 


years,  according  to  a study  by 
Forrester  Research,  a new  media 
analyst,  last  year. 

• Raising  capital  is  an  expensive 
task  for  companies  that  stick  to 
the  stock  market,  but  in  the  past 
they  had  little  choice  but  to  hire 
investment  bankers.  Forrester 
predicts  that  by  2006  as  much  as 
a fifth  of  money  raised  by  compa- 
nies joining  stock  markets  will 
come  direct  from  individuals  buy- 
ing shares  via  the  internet  There 
hqa  already  been  a handful  of 
direct  public  offerings  of  shares 
in  small  companies  in  the  (JS, 
and  the  first  of  these  - Spring 
Street  Brewing  raised  $L6m  from 
3,500  internet  investors  in  1995  - 
led  to  the  creation  of  Wit  Capital 
to  help  other  companies  go  public 
online.  Several  large  discount 
brokers,  including  E*Trade  and 
Charles  Schwab,  have  begun  to 
underwrite  share  offers  too. 

• Share  dealing  could  also  be 
snatched  away  from  stock  mar- 
kets by  the  internet.  The  net  can 


of  the  18th  century  coffee  shop 
that  grew  into  the  stock  market: 
investors  can  sign  on,  deal  shares 
between  themselves  without 
commissions  or  a spread  between 
buy  and  sell  prices,  and  if  they 
surf  in  a cybercafe  even  buy  an 
espresso. 

Several  order-matching 
systems  eliminating  the  spread 
have  already  been  established  on 
the  web,  although  so  far  little 
rivaling  has  been  carried  out  due 
to  settlement  problems.  Wit  Capi- 
tal's Digital  Stock  Market  is  in 
the  process  of  starting  up  and  the 
People’s  Stock  Network  has 
received  regulatory  permission  to 
operate  as  a "bulletin  board” 
allowing  investors  to  trade  with 
each  other. 

However,  even  the  pioneers  of 
online  investment  do  not  believe 
stock  markets  and  their  stockbro- 
ker members  will  be  destroyed  by 
online  bulletin  boards.  Julian 
Costley.  head  of  electronic  broker 


E*Trade’s  UK  operation,  says: 
"The  chances  are  that  the  people 
who  turned  up  in  that  coffee 
shop  were  affluent  or  agents  for 
people  who  were  affluent  It  may 
sound  tedious  but  we  are  not 
going  to  persuade  ordinary 
people  to  trade  on  the  internet  if 
there  is  no  regulation  or  security 
standing  behind  it" 

More  serious  is  the  spread  of 
off-exchange  trading,  typically 
using  a system  such  as  Instinet 
or  Posit  from  institutions  to  pri- 
vate investors.  These  systems 
remain  expensive  for  individuals, 
but  "day  traders”  are  already 
using  electronic  networks  to 
bypass  the  markets  and  as  much 
as  20  per  cent  of  the  volume  of 
Nasdaq-listed  companies  is 
traded  on  such  networks.  As 
costs  fall,  markets  will  be  forced 
to  respond  to  such  alternative 
systems. 

The  lowering  of  barriers  to 
entry  - through  cheaper  technol- 
ogy and  easier  access  to  buyers 


and  sellers  online  - could  help 
stimulate  the  creation  of  rival 
exchanges,  say  some  brokers. 

But,  as  Tom  Sheridan,  manag- 
ing director  of  Barclays  Stockbro- 
kers in  Loudon,  points  out,  these 
would  still  be  stock  exchanges. 
And  because  private  investors 
online  tend  to  deal  more 
frequently,  the  rise  of  internet 
dealing  should  increase  volumes 
- so  there  will  be  more  liquidity 
to  go  round,  a good  thing  for  all 
the  markets.  "Investors  are 
highly  unlikely  to  start  dealing 
with  each  other  and  taking  their 
chances  as  to  whether  the  stock 
or  the  money  ever  appeals,”  Mr 
Sheridan  says. 

The  primary  victims  of  the 
internet  revolution  are  likely  to 
be  the  full-service  stockbrokers, 
who  charge  for  information  that 
is  increasingly  available  free 
from  the  web.  and  investment 
Han  ire  who  wil3  lose  a chunk  of 
business  to  direct  online  sales  of 
shares. 


SETTLEMENT  SYSTEMS  by  Arkady  Ostrovsky  __ 

Back-office  emerges  from  shadows 


Clearing  houses  cash  in  on  the  need  for  banks  to  improve  returns  and  cut  risk  of  defaults 


Clearing  and  settlement, 
which  were  once  considered 
the  back-office  functions  of 
capital  markets,  are  emerg- 
ing from  the  shadows.  Their 
promotion  into  the  centre 
stage  of  financial  markets 
has  been  driven  by  the  need 
of  financial  institutions  to 
manage  their  exposure  to 
risk  and  to  cut  the  cost  of 
capital. 

The  financial  crisis  in  Rus- 
sia and  other  emerging  mar- 
kets has  sigoificantly 
reduced  the  appetite  of 
banks  for  risk,  and  as  banks 
come  under  mounting  pres- 
sure from  their  shareholders 
to  improve  the  return 
on  capital.  clearing 
houses  are  spreading  their 
wings. 

By  using  clearing  bouses 
as  a central  counterparty  for 
trading  in  derivatives,  repos 
and  other  financial  instru- 
ments, batiks  can  reduce  the 
capita]  they  need  to  set  aside 
against  the  risk  of  default. 

The  London  Clearing 
House,  Europe's  largest,  acts 
as  a central  counterparty  for 
trading  on  the  London  Inter- 
national Financial  Futures 
Exchange  (Lifie).  This  means 
counterparties  have  to  settle 
directly  with  LCH  rather 
than  with  the  party  from 
which  they  bought  or  sold 
derivatives  and  traders  do 
not  have  to  worry  whether 
the  other  party  can  deliver. 

LCH  also  acts  as  the  cen- 
tral counterparty  to  the  Lon- 
don Metal  Exchange,  Trade- 


point,  the  electronic  trading 
system  for  UK  shares,  and 
the  International  Petroleum 
Exchange. 

The  launch  of  the  euro  and 
merger  activity  between 
leading  European  deriva- 
tives and  stock  exchanges 
have  also  transformed  the 
industry  by  increasing  the 
need  for  efficient  and  quick 
cross- border  settlements  and 
bringing  cross-border  clear- 
ing into  tbe  spotlight. 

Euroclear,  the  largest 
clearing  system  for  cross- 
border  deals  In  stocks,  bonds 
and  derivatives,  and  its  Lux- 
embourg-based rival.  CedeJ- 
Bank.  are  planning  to 
launch  a real-time  settle- 
ment system  for  internation- 
ally traded  securities 
between  counterparties. 
They  will  also  provide  real- 
time access  to  most  domestic 
markets  in  which  they  oper- 
ate. At  present  the  transac- 
tions are  settled  overaight 

The  launch  of  the  euro  has 
accelerated  the  pace  of  cross- 
border  trading.  Clearing 
houses  are  cashing  in  on  the 
resulting  increased  demand 
for  pan-European  clearing 
and  settlement  services. 
"With  the  launch  of  the 
euro,  financial  institutions 
are  looking  for  single  access 
points  for  cross-border  euro- 
zone transactions  as  well  as 
a one-stop  shop  which  can 
provide  integrated  settle- 
ment services,"  says  Denis 
Peters,  a vice  president  at 
Euroclear. 


As  cash  and  derivatives 
markets  draw  closer,  finan- 
cial institutions  need  to  have 
access  to  different  types  of 
securities.  “The  distinction 
between  cash  and  deriva- 
tives products  is  disappear- 
ing and  so  are  the  differ- 
ences between  OTC  trading 
and  traditional  forms  of  trad- 
ing. and  a clearing  house  has 
to  be  able  to  recognise  this.” 
says  Pascal  Samara n,  chief 
executive  officer  of  Matif. 

But  the  introduction  of  the 
single  currency  and  the  fact 
that  European  governments 
are  issuing  less  debt  also 
means  there  is  an  increased 
demand  for  corporate  bonds 
and  shares  from  investors. 
Euroclear  is  currently  work- 
ing on  a project  to  provide 
more  wholesale  custody  ser- 
vices for  corporate  debt  and 
equities. 

National  clearing  houses 
are  not  complacent,  how- 
ever. The  LCH,  which  clears 
trades  on  London's  deriva- 
tives. metals  and  petroleum 
exchanges  is  embarking  on 
an  ambitious  international 
expansion.  It  already  has 
arrangements  to  settle  Ger- 
man, Italian  and  UK  govern- 
ment bonds. 

It  is  also  extending  its 
operations  Into  non-ex- 
change traded  derivatives 
such  as  global  interest  rate 
swaps  and  repos.  A repo  - or 
a repurchase  - agreement  is 
where  oDe  party,  usually  a 
bank,  lends  a security,  usu- 
ally a government  bond,  to 


another  bank  in  exchange 
for  cash  and  agrees  to  buy  it 
back  at  a certain  date.  LCH 
hopes  to  launch  a clearing 
service  for  Europe's 
fledgling  repo  market 
in  the  second  hall  of  the 
year. 

Clearnet,  which  is  owned 
by  Matif  and  which  settles 
repo  and  cash  transactions 
in  French  bonds,  is  planning 
to  compete  head-on  with  the 
London  Clearing  House  for 
supremacy  in  Europe's 
government  bond  markets. 
Clearnet  is  preparing 
to  extend  its  services 
into  other  markets,  Germany 
in  particular,  “in  order 
to  survive  you  have  to 
provide  service  on  the 
Europe-base  level”  says  Mr 
Samaran. 

But  settlement  on  its  own 
is  no  longer  enough.  Clear- 
ing systems  also  have  to 
deliver  basic  custody 
of  securities  and  allow  cus- 
tomers to  have  constant 
access  to  their  securities  in 
order  to  use  these  assets  as 
collateral  in  other  transac- 
tion. 

One  of  the  ways  to 
increase  revenue  is  to  lend 
securities  which  are  already 
in  the  Eurodear  system  to 
other  parties  who  are  pre- 
pared to  pay  high  rates  of 
interest  to  settle  their  own 
deals.  The  other  way  to  max- 
imise revenue  from  securi- 
ties is  to  use  them  as  collat- 
erals in  other  deals 
such  as  repos  and  credit 


derivatives  trades,  explains 
Mr  Peters. 

Russia's  default  on  its  debt 
and  the  related  resulting 
panic  in  international  capi- 
tal markets,  made  traders 
nervous  about  their  expo- 
sure in  derivatives  transac- 
tions. Minimising  or  elimi- 
nating risk  became  one  of 
the  main  tasks  for  clearing 
systems.  “The  main  trend  in 
the  market  is  that  it  has 
become  very  risk  averse 
which  means  financial 
institutions  are  increasingly 
looking  for  secured 
transactions,"  says  Mr 
Peters. 

Traders  require  collateral 
for  OTC  trades,  which  cre- 
ates new  business  opportuni- 
ties for  clearing  bouses. 
Euroclear,  which  has  securi- 
ties worth  $2,700bn  which 
can  be  used  for  collateral 
transactions,  is  recognised 
as  an  official  clearing  system 
by  the  European  Central 
Bank.  Last  month  the  total 
daily  average  value  of 
triparty  collateral- 
backed  transactions  was 
$35.5bn. 

Euroclear  arranges  settle- 
ment of  futures  on  delivery' 
against  payment.  This 
means  securities  will  not  be 
exchanged  unless  both  par- 
ties can  match  their  obliga- 
tions. 

Securities  are  exchanged 
simultaneously  through  elec- 
tronic systems  and  there  is 
no  shipment  of  bond  certifi- 
cates. 


Warner  Seifert:  an  amateur  jazz  ptantot  and  organ  pteyw  John  Springs 


SMALLCAP  STOCK  EXCHANGES  by  Sharmila  Devi  in_London 


Battle  is  on 
to  acquire 
listings 

Although  Easdaq  and  Euro  NM  play  down 
their  rivalry,  blue-chip  consolidation  may 
spill  over  into  the  smallcap  sector  and 
lead  to  the  demise  of  one  of  them 


The  battle  to  win  the  listings 
of  Europe's  young,  high- 
growth  companies  is  under 
way.  The  main  combatants 
are  Easdaq,  the  pan-Euro- 
pean stock  exchange,  and 
Euro  NM,  an  alliance  of 
small -capitalisation  bourses 
formed  by  some  of  Europe's 
national  markets. 

While  the  two  exchanges 
play  down  the  level  of 
rivalry,  some  analysts 
believe  the  wave  of  consoli- 
dation that  is  engulfing  the 
larger  blue-chip  markets 
may  spill  over  into  the 
smallcap  sector  and  lead  to 
the  demise  of  one  of  them. 

Both  organisations  were 
created  to  address  the  prob- 
lems posed  by  Europe's  frag- 
mented network  of  markets, 
consisting  of  some  33 
bourses  governed  by  a raft  of 
regulatory  systems. 

Easdaq.  S3  per  cent  owned 
by  eight  institutions, 
appears  to  be  struggling  to 
hold  its  own  against  Euro 
NM.  which  links  eight  Euro- 
pean markets  in  France,  Ger- 
many, Holland,  Belgium, 
Italy.  Switzerland.  Sweden 
and  Denmark. 

Easdaq  failed  to  reach  its 
growth  target  of  50  listings 
by  the  end  of  last  year  and 
now  has  40  listings,  com- 
pared to  Euro  Nil's  170.  In 
addition.  Easdaq  listings 
have  raised  only  €i.7bn  to 
Euro  NJTs  €4.6bn. 

A marketing  blitz  by  Eas- 
daq to  win  now  listings  has 


led  to  some  gains,  such  as 
the  recent  announcement  by 
Israel's  largest  cinema 
group,  IT  International 
Theatres,  to  list  its  shares  on 
the  exchange.  But  that  was 
after  Debonair,  the  UK-based 
low-cost  airline,  said  it  was 
considering  switching  its 
listing  from  Easdaq  to  Lon- 
don’s main  exchange  to 
improve  share  liquidity. 

"Euro  NM  may  win  out 
It's  regrettable  that  we,  Lon- 
don that  is,  haven't  partici- 
pated in  that  but  it’s  very 
early  days.  Whatever  hap- 
pens it  does  appear  to  be  a 
step  in  the  right  direction,” 
said  one  broker.  "At  some 
point.  X think  Easdaq  is 
going  to  have  to  be  incorpo- 
rated as  part  of  a single.  pan- 
European  exchange.  We  may 
see  this  sooner  than  we 
think.” 

Nonetheless.  Easdaq  is 

bullish  on  its  future. 

"When  we  formed  in 
November  199S.  we  were 
ahead  of  our  time  as  the 
euro  was  not  with  us  then. 
Easdaq  was  set  up  to  be  a 
truly  pan-European  market, 
to  concentrate  liquidity  in 
high-quality  companies 
above  a certain  market  capi- 
talisation for  institutional 
and  retail  investors,”  said 
Clive  Pedder,  marketing 
director  or  Easdaq. 

He  claimed  Easdaq  could 
truthfully  call  itself  a pan- 
European  exchange  with  its 
unified  rules  on  admission. 
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clearing  and  settlement, 
unlike  Euro  NM,  which  be 
called  “a  club  of  domestic 
market  segments",  which 
the  alliance  did  not  dispute. 

"No,  we’re  not  a single 
market  but  what  we  do  offer 
is  a common  platform,  mak- 
ing it  very  easy  for  brokers 
to  access  and  trade  across  all 
our  member  markets,"  said 
Robert  Thys,  marketing 
director  at  Euro  NM.  "In  the 
absence  of  a single  rule-book 
we  do  have  harmonisation 
rules  and  a common  admis- 
sion system  and  companies 
are  responding  well,"  he 
said. 

Both  bourses  also  point  to 
their  differing  focuses,  with 
Easdaq ’s  mainly  Institu- 
tional appeal  compared  to 
Euro  NM‘s  retail  following. 

Euro  NM  is  keen  to 
strengthen  its  position  in 
London,  perhaps  through  an 
alliance  with  the  Alternative 
Investment  Market,  creating 


a segment  for  UK-based 
high-growth  companies 
whose  needs  are  not  met  at 
present  by  Aim. 

But  Easdaq  claims  to  offer 
added  value  through  its  US 
partner  Nasdaq,  the  success- 
ful US  market  for  small  and 
high-growth  stocks.  Easdaq, 
which  has  already  rejected  a 
takeover  approach  by  Deut- 
sche Bfirse,  is  also  preparing 
for  its  own  stock  market  list- 
ing next  year  on  Nasdaq. 

The  success  of  these 
exchanges  is  obviously 
dependent  on  the  buoyancy 
of  Europe’s  appetite  for 
growth  company  equity. 
European  growth  markets 
appear  to  have  bounced  back 
relatively  unscathed  from 
last  year’s  turmoil. 

“This  tells  us  that  smaller 
companies  may  start  to 
come  into  their  own  after  a 
period  of  persistent  under- 
valuation." said  Peter  Ash- 
worth. a broker  at  Tether  & 


Greenwood. 

But  performance  and 
interest  in  smaller  and  high- 
growth  companies,  some  of 
which  hope  to  be  tbe  blue 
chips  of  the  future,  varies 
widely  across  Europe. 

The  success  of  German 
high-growtb  stocks  on  the 
Neuer  Markt,  which 
accounts  far  the  hulk  of 
growth  on  Euro  NM,  stands 
in  contrast  to  the  perfor- 
mance of  Aim,  which  has 
underperformed  the  FTSE 
100  index. 

While  the  launch  of  the 
euro  means  that  companies 
trying  to  raise  cash  are 
starting  to  look  beyond  their 
national  borders  to  the  Euro- 
pean arena,  analysts  point  to 
the  numerous  obstacles  that 
remain  In  the  form  of  differ- 
ent systems  of  tax  and  regu- 
latory systems.  And  within 
this  haze,  Euro  NM  and  Eas- 
daq will  continue  to  do  bat- 
tle. 


Borse’s  innovative  chief 
strikes  the  right  note 


Rarely,  if  ever,  can  an 
amateur  jazz  pianist  and 
organ  player  have  had  so 
much  influence  on  a stock 
exchange.  Werner  Seifert, 
the  head  of  Deutsche  Bdrse, 
is  so  keen  a music  enthusi- 
ast that,  when  the  German 
stock  exchange  threw  a 
party  in  1997  to  celebrate 
the  launch  of  its  Xefcra  elec- 
tronic trading  system,  he 
played  a song  he  had  writ- 
ten himself  rather  than  make 
a speech. 

Mr  Seifert’s  impact  on  the 
Bdrse  has  been  even  more 
startling.  Since  becoming  its 
chief  executive  in  August 
1993,  the  Swiss-bom  Mr 
Seifert,  49,  has  done  more 
than  anyone  to  transform  the 
Bdrse  from  a medium-sized 
exchange  barely  noticed 
outside  Europe  into  a genu- 
ine international  force.  The 
two  most  crucial  develop- 
ments have  been  last  July’s 
decision  to  fink  the  Boise 
with  the  London  Stock 
Exchange  and  then,  six 
months  later,  the  successful 
introduction  of  trading  In  the 
euro.  Both  were  landmarks 
pointing  to  the  eventual 
emergence  of  a single  Euro- 
pean economic  space,  with 
a single  electronic  stock 
exchange  quoting  prices 
from  the  continent's  four 
comers. 

That  outcome  would  cor- 
tainly  please  Mr  Seifert.  Per- 
haps partly  because  of  his 
Swiss  background,  he  has 
always  had  an  international 
outlook  that  makes  him 
impatient  with  those  who 
ding  to  the  idea  of  a stock 
exchange  as  an  emblem  of 
nationhood  or  a prestige 
symbol  Speaking  in  1997, 
he  called  on  “the  crazy 
vsorid  of  exchanges  to  stop 
their  national  chauvinism". 

Equally,  he  believes  that 
global  competition  leaves  no 
alternative  but  for  stock 
exchange  chiefs  to  make 
doing  business  attractive 


and  efficient  for  investors 
everywhere.  At  the  Bdrse, 

Mr  Seifert  says  60  per  cent 
of  expenditure  is  allocated 
to  information  technology 
systems  in  a never-ending 
effort  to  make  trading  as 
simple,  effective  and  cheap 
as  possible. 

He  began  by  setting  up 
alliances  between  Frankfurt 
and  other  exchanges  in  Aus- 
tria, France  and  Switzerland, 
and  would  like  to  stimulate 
more  investor  interest  in  the 
young  stock  markets  of  cen- 
tral and  eastern  European 
countries  such  as  Hungary 
and  Poland 

But  his  vision  extends 
beyond  Europe.  Co-opera- 
tion with  the  Chicago  Board 
of  Trade,  the  world's  largest 
financial  futures  and  options 
exchange,  and  with  Nasdaq, 
the  US  stock  exchange  for 
technology  stocks,  are 
among  the  projects  linked  to 
his  name.  "I  will  beg,  borrow 
and  steal  every  good  prod- 
uct idea  and  every  good 
concept."  he  said  last  year. 

it  was  largely  thanks  to  Mr 
Seifert  that  the  Frankfurt 
exchange  began  six  years 
ago  to  step  out  of  London's 
shadow.  Yet,  as  a former 
partner  at  the  management 
consultants  McKinsey  who 
later  moved  to  the  reinsurer 
Swiss  Re,  Mr  Seifert  had  at 
the  time  very  little  expert 
knowledge  of  stock 
exchanges. 

What  he  did  know,  or 
what  he  at  least  intuitively 
suspected,  was  that  the  age 
of  the  euro  and  of  remote- 
access  electronic  trading 
was  dawning.  Many  were 
tiie  sceptics  in  1993  who, 
surveying  the  near-wreckage 
of  the  European  exchange 
rate  mechanism,  predicted 
that  the  European  single 
currency  would  never  be 
bom. 

By  contrast,  Mr  Seifert  not 
only  had  faith  in  toe  euro  but 
began  making  preparations 


for  turning  Frankfurt  Into  the 
leading  bond-trading  centre 
of  the  future  euro-zone.  He 
executed  his  masterstroke  in 
late  1997.  when  he  launched 
his  campaign  to  win  for 
Frankfort  an  increasingly 
large  share  of  toe  lucrative 
trade  in  the  bund,  the  Ger- 
man government  bond 
futures  contract. 

Bund  trading  had  previ- 
ously been  the  preserve  of 
the  British  derivatives 
exchange  Liffe,  but  by  last 
July,  in  the  space  of  less 
than  one  year,  Mr  Seifert 
had  secured  95  per  cent  of 
the  market  share  for  the 
Eurex,  the  Bdrse 's  deriva- 
tives exchange. 

At  roughly  $2,000bn,  Lon- 
don's stock  exchange  still 
had  a market  capitalisation 
roughly  double  that  of 
Frankfort.  But  the  signifi- 
cance of  Mr  Seifert's  bund 
success  story  escaped  no 
one:  he  had  shown  that  the 
London  financial  market's 
supposed  supremacy  in 
Europe  was  not  something 
set  in  stone  for  eternity. 

This  was  the  fundamental 
reason  why  the  London 
Stock  Exchange  decided 
last  summer  to  throw  in  its 
lot  with  Frankfort  The  com- 
mon trading  platform  seems 
unlikely  to  come  into  effect 
until  early  in  the  next  cen- 
tury, but  Mr  Seifert  has  at 
least  shown  that  good  ideas, 
coupled  with  investment  in 
the  best  technology,  can 
reap  rewards. 

Mr  Seifert's  successes 
have  made  him  perhaps  the 
beat  known  stock  exchange 
chief  in  Europe  and  have 
considerably  boosted  Frank- 
fort's image  as  a trading 
centre.  But  that,  he  reflects, 
is  not  really  what  matters  to 
him.  “An  efficient  capital 
'packet,  regardless  of  loca- 
tion - that  is  my  dream,”  he 
says. 

Tony  Barber 


All  investment  banks  say  they  do  the  same  things.  One  does  them 
differently.  Warburg  Dillon  Read  has  a global  mandate,  yet  our  thinking  is 
a world  apart  from  standardized,  rigid  and  restrictive.  In  local  markets,  we 
have  local  knowledge.  In  global  markets,  we  offer  global  resources  No  firm 
can  commit  more.  You'll  also  find  us  more  individual  more  innovative;  in 
fad,  the  more  intelligent  choice. 


Dillon  Read 


Issued  by  l&S  AG  acting  through  is  investment  Banking  Dtason.  W&rbunj  Won  Read  regulated  in  the  UK  the  SfA,  id  persons  urfio  are  not  private  oatcmers  m tte  UK  in  the  US,  W&burg  Mm  Bead  l!C  a 


swttKiaiy  of  UBS  AG,  is  a registered  broker-dealer  and  member  nf  SPC.  me  New  Vbrfc  Stock  Exchange  and  other  leading  exdunges. 
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TRADING  SYSTEMS  by  Vincent  Boland 
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Many  observers  believe  that  within  10 
years  traditional  stock  exchanges  will  have 
disappeared  unless  they  find  new  roles 
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If  the  stock  exchange  In  its 
current  form  did  not  exist,  it 
is  unlikely  anyone  would 
invent  it.  As  national 
exchanges  face  an  increas- 
ingly uncertain  future,  espe- 
cially in  Europe,  the  whole 
Industry  is  struggling  to 
counter  the  greater  and 
more  immediate  threat  from 
alternative  trading  systems 
that  allow  shares  to  be 
traded  outside  the  tradi- 
tional platforms. 

These  alternative  trading 
systems,  little-known  outside 
the  relatively  rarefied  world 
of  the  equity  market,  have 
become  active  competitors  to 
the  main  exchanges.  What 
began  as  a trend  in  the  US 
has  now  spread  to  Europe, 
while  the  internet  has  taken 
the  phenomenon  a signifi- 
cant step  further.  The  cur- 
rent vogue  for  day  trading  in 
the  US  - internet  stocks 
being  traded  on  the  internet 
- shows  the  extent  to  which 
the  traditional  ways  of  trad- 
ing shares  through  stockbro- 
kers and  national  exchanges 
is  being  completely  trans- 
formed. Alasdair  Haynes, 
chief  executive  of  1TG 
Europe,  which  developed  the 
Posit  order-matching  system 
that  began  operations  in 
London  at  the  end  of  last 
year  after  successfully  cap- 
turing a big  slice  of  trading 
in  US  stocks,  estimates  that 
57  per  cent  of  all  US  institu- 
tions and  82  per  cent  of 
those  that  manage  more 
than  S5bn  assets  use  alterna- 
tive trading  systems. 

These  systems  have  sev- 
eral advantages  over  tradi- 
tional exchanges.  One  is 
cost.  Not  only  are  they  rela- 
tively cheap  to  set  up  - Tra- 
depoint.  one  of  the  leading 
.UK  " alternative  trading 
systems,  cost  only  £iOm  to 
establish,  of  which  half  went 
on  technology  - they  are 
also  cheaper  to  use.  Transac- 


tion costs  in  Europe  are 
widely  considered  to  be  high, 
and  are  higher  than  those  in 
the  US,  and  the  ability  to 
undercut  these  costs  is  one 
of  the  main  reasons 
why  alternative  trading 
systems  are  gaining  in  popu- 
larity among  European 
investors. 

A second  advantage  is  that 
investors  prefer  to  be  anony- 
mous to  reduce  the  Impact 
cost  of  their  transactions.  A 
big  fond  manager  or  invest- 
ment bank  buying  or  selling 
a large  order  incurs  such 
impact  costs  because  of  then- 
reputation  or  size.  If  they 
can  secure  anonymity,  bank- 
ers say.  they  can  secure 
greater  liquidity  and  lower 
bld-to-offer  spreads,  which 
taken  together  can  substan- 
tially reduce  the  cost  of  their 
transaction. 

There  is  strong  evidence 
that  a combination  of  lower 
costs  and  greater  liquidity 
will  automatically  attract 
business  from  investors. 
Posit  captured  orders  worth 
£15.5bn  in  UK  stocks  in  its 
first  three  months  of  opera- 
tion and  claims  to  be  receiv- 
ing orders  for  matching 
worth  £250m  daily,  of  which 
44  per  cent  is  in  the  shares 
of  constituent  companies  of 
the  FTSE  100  index. 

That  would  confirm  a 
growing  trend  among  alter- 
native trading  systems 
towards  more  mainstream 
trading.  In  their  early  days 
in  the  US,  the  systems  were 
mainly  used  to  trade  Nasdaq 
and  other  stocks,  «nd  they 
captured  only  a tiny  slice  of 
business  on  the  New  York 
Stock  Exchange.  That  is  now 
changing. 

Alternative  trading 
systems  work  in  different 
ways,  and  many  insist  they 
complement  rather  than 
challenge  the  traditional 
stock  exchanges.  They  are 


Atesdair  Haynes:  alternative 
trading  systems  catching  on 


based  essentially  on  the 
principles  of  liquidity,  low 
costs,  speed  of  execution  and 
“stealth"  - the  ability  of 
an  investor  to  trade  on 
the  buy  or  sell  side  anony- 
mously. 

Instinet,  which  is  a broker- 
age rather  than,  strictly 
speaking,  a trading  system, 
allows  participants  to  dis- 
play firm  priced  orders  and 
execute  them  against  other 
orders  in  the  system,  and 
has  offices  in  all  the  leading 
financial  centres.  “It’s  about 
using  technology  to  make 
the  product  more  efficient.'' 
says  Bradley  Hunt,  market- 
ing manager  for  Europe  at 
Instinet  in  London.  “It  gives 
us  the  ability  to  locate 
liquidity  around  the  world  in 
an  anonymous  fashion.” 

The  Arizona  Stock 
Exchange  runs  an  electronic 
auction  that  collects  orders 
and  calculates  the  price  at 
which  the  greatest  number 
can  be  executed.  Tradepoint 
displays  orders  on  its 
screens  from  stockbrokers 
and  fund  managers  against 
which  other  investors  can 
execute  their  own  trades. 

But  perhaps  the  biggest 
threat  to  the  traditional  role 
of  the  stock  exchange  as  the 


main  provider  of  liquidity  is 
coming  from  the  internal 
trading  systems  that  the  big 
equity  market  operators 
have  been  rushing  to  intro- 
duce in  the  past  few  years. 
Most  of  the  big  Investment 
banks  active  in  the  equity 
market  have  introduced 
their  own  systems,  and  fund 
managers  are  also  getting  in 
on  the  act 

It  is  not  difficult  to  under- 
stand why.  What  happens 
when  a fund  manager  in  one 
part  of  a big  organisation 
decides  to  sell  a security, 
while  another  fund  manager 
from  the  same  organisation 
wants  to  buy  that  security? 
It  is  to  avoid  paying  commis- 
sion and  impact  cost  twice 
that  orders  are  now  fre- 
quently being  matched 
in-house,  which  fund  manag- 
ers say  saves  substantially 
on  costs. 

Observers  see  the  trend 
towards  concentration  of 
dealing  continuing,  espe- 
cially as  the  global  invest- 
ment rund  management 
Industry  is  itself  in  the 
throes  of  restructuring  and 
concentration  in  the  hands 
of  fewer  operators.  “You  will 
see  that  as  consolidation  on 
both  the  buy  and  sell  sides 
increases,  more  and  more 
transactions  will  be  done 
internally.”  Mr  Hunt  says. 

Many  observers  believe 
that  within  10  years  tradi- 
tional stock  exchanges  will 
have  disappeared  altogether 
unless  they  find  new  roles, 
such  as  becoming  tbe  plat- 
form through  whicb  new, 
young  companies  raise  their 
first  capital.  Hans  Christian 
Iversen.  a partner  at  Deloitte 
& Touche  Consulting,  says 
that  is  the  role  that  national 
markets  must  develop,  espe- 
cially in  Europe,  with  the 
likely  emergence  of  a “super 
bourse"  that  would  list  the 
continent’s  top  300  compa- 
nies on  a pan-European  mar- 
ket ■ • 


tt  GARANTi  BANK  Turkey 

When  you  lose  your  sight  at  times  of  crisis  down  there. 


you  may  contact  Garanti  Bank  for  safe  portfolio 
management  opportunities.  This  is  what  many  institutional 
investors  in  US  and  Europe  have  been  doing  lately, 
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PROFILE 

JEAN-FRANQOIS  THEODORE 


Turning  point  for 


SBF’s  chairman 


Jean-Franyois  Theodore  was 
relaxed  and  voluble  earlier 
this  month,  in  sharp  contrast 
with  the  secretive  man 
dodging  questions  on  the 
margins  of  a conference 
organised  six  months  earlier 
by  Paris  Europlace,  the 
association  set  up  to 
promote  tire  French  capital 
as  a financial  centre. 

In  retrospect,  1998  was  a 
turning  point  for  hie 
chairman  of  the  Soctete  des 
Bourses  Franqaises,  the 
organisation  that  runs 
France's  stock  markets  and 
derivatives  exchanges. 

Last  year  got  off  to  a 
bumpy  start  with  a 
prolonged  strike  by  “locals” 

- the  self-employed 
speculators  who  provide 
liquidity  - in  protest  at  the 
Matifs  introduction  of 
NSC-VF,  the  screen-based 
trading  system.  They  were 
followed  by  employees  at 
several  large  derivatives 
trading  houses,  worried  that 
electronic  trading  threatened 
their  jobs. 

These  events  were  soon  to 
be  followed  by  delays  in  the 
Matif’s  participation  in  the 
Euro-alliance,  a link-up 
agreed  the  previous  year 
with  the  Swiss-German 
derivatives  market  Eurex 
which  was  later  ail  but 
abandoned. 

However,  Mr  Theodore’s 
biggest  challenge  came  in 
July,  when  the  London  and 
Frankfurt  stock  exchanges 
stunned  the  entire  European 
financial  community  by 
announcing  a wide-ranging 
strategic  alliance.  The  move 
shocked  the  French  financial 
community  in  particular, 
prompting  some  bankers  to 
call  for  political  intervention 
to  stop  the  deal.  Adding 
insult  to  injury,  when  the 
Deutsche  Borse,  which 
operates  the  German  stock 
and  derivatives  exchanges, 
eventually  invited  the  SBF  to 
join  the  talks,  it  ruled  out 
anything  more  than  a junior  I 
role  for  Paris.  • 


The  acrimonious  debate 
that  followed  weighed  on  the 
Euro-alliance  project  and  no 
doubt  contributed  to  its 
downfall  In  July. 

Apart  from  a few  minor 
glitches  with  Matif  s 
newly-introduced  electronic 
trading  platform,  the  summer 
holidays  proved  to  be  the 
SBFs  turning  point 

Things  started  to  look 
brighter  in  September,  when 
the  SBF  reported  a record 
number  of  new  listings  {98 
since  the  beginning  of  the 
year  and  a wafting  fist  of 
some  70  companies)  - 
“ahead  of  London  and  far 
ahead  of  Frankfurt”, 
according  to  Mr  Theodore. 

In  November,  Mr  Theodore 
made  his  way  back  to  the 
negotiating  table  with 
London  and  Frankfurt,  as  the  , 
talks  were  widened  to 
include  a total  of  eight 
exchanges.  He  was  joined 
by  Marc  Vtenot,  foe  former 
chairman  of  Socfate  j 

Generate  now  heading  Paris 
Europlace. 

“The  combination  worked 
perfectly,”  said  a French 
banker.  “They  re-invented 
the  good-cop-bad-cop  act” 

While  the  last  quarter  of 
1998  undoubtedly  saw  an 
upturn  in  foe  SBFs  fortunes, 
events  have  unfolded  at  an 
even  faster  rate 
since  the  beginning  of  the 
year. 

1 in  a matter  of  weeks,  Mr 
Theodore  announced  two 
ground-breaking  alliances. 

The  first  involving  the  Swiss 
and  Italian  stock  exchanges, 
strengthened  the  SBFs 
hand  in  talks  with  Its  main 
European  counterparts.  The 
alliance,  with  SWX  in  Zurich 
and  Borsa  Italians,  allows 
members  of  each  of  foe 
three  exchanges  to  become 
members  of  the  other  two 
by  the  middle  of  foe  year. 

The  first  part  of  the 
agreement,  linking  the  SBF 
and  SWX,  will  connect  the 
two  exchanges'  trading 
systems  before  the  end  of 
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Jeon-ftangob  Theodore:  relaxed  and  voluble 


John  Springs 


foe  year. 

The  other  main  event,  a 
three-way  alliance  between 
foe  Matif,  foe  Chicago 
Mercantile  Exchange  - foe 
second  largest  derivatives 
market  in  foe  US  - and  foe 
Singapore  International 
Monetary  Exchange,  Asia’s 
leading  futures  and  options 
market,  paves  the  way  for 
24-hour  computerised 
trading  in  some  of  foe  most 
Squid  financial  instruments. 

It  is  based  on  foe  SBFs 
front-end  technology. 
NSC-VF,  and  the  ewe’s 
Clearing  21  system  for 
settlements. 

This  alliance  aims  to 
promote  foe  Matifs 
euro-denominated  bond  and 
interest  rats  instruments, 
and  offers  Matifs  members 
access  to  foe  world’s  most 
actively-traded  short-term 
interest  rale  product  - the 
CMFs  eurodollar  contracts 
on  US  three-month  rates. 

The  SBF  has  also 
completed  integrating  Matif, 
the  futures  market,  and 
Monep,  the  equity  options 
exchange,  with  foe  cash 
securities  activities. 

SBF  has  been 
unsuccessful  in  its  ambition 
to  have  the  French 
government  bond  market 
become  the  benchmark  for 
Europe.  However,  reassured .. 


by  foe  success  of  Euribor, 
the  euro-zone’s  newly-  ' 
launched  benchmark  for 
interest  rates  on  the  euro, 
Mr  Theodore  has  set 
ambitious  targets. 

Before  foe  end  of  1999. 
the  SBF  hopes  to  exceed 
1 ,000  share  listings.  On  the 
derivatives  front,  Mr 
Theodore  plans  to  triple  the 
member  of  Matifs  trading 
screens  to  more  than  1,500 
on  three  continents  - 
Europe,  the  US  and 
Asia. 

Other  measures  include 
accelerating  the  integration 
of  Euro  NM,  the 
pan-European  network  of 
exchanges  for  growth 
companies. 

In  another  challenge  to 
London’s  dominance  of 
financial  transactions  in 
Europe,  foe  SBF  is  to  launch 
Euro  Depositary  Receipts  - 
certificates  issued  in  lieu  of 
foreign  shares  held  in 
custody.  EDRs  will  seek  to 
capitalise  on  foe  euro’s  rde 
as  a future  reserve  currency, 
to  challenge  similar 
instruments  denominated  in 
dollars  - the  London  Stock 
Exchange's  Global 
Depositary  Receipts  and 
New  York’s  American 
Depositary  Receipts. 
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details  of  product 

launches,  investment  manager  moves 
and  regulatory  changes 


Coverage  of  the  latest  news 
and  views  from  the  global 

investment  industry 
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profiles  of  the  leading  asset  managers  and  the 
corporate  decision  makers  that  are  shaping  the  market 
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In-depth,  incisive  analysis 

comparative  fund  manager  performance  and  asset 
allocation  strategies 
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New  investment  strategies 

and  portfolio  theory 


Authoritative  comment  and 
opinion  from  the 

leading  experts 


To  find  out  how  to  obtain  your 
registration  card  please: 

tel  +44  (Oj  17 1 896  2041, 
fax  +44  (0)  171  896  2172, 
www.mandate.PT.com 
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STOCK  AND  DERIVATIVES  EXCHANGES  7 


Electronic  threat  prompts  action 

Slirnnir  linl... t 


Surging  volumes  have  done 
little  to  ease  the  sense  of  dis- 
qiiiet  in  Chicago,  as  the 
p-owth  internationally  of 
electronic,  screen-based  trad- 
ing poses  a mounting  chal- 
lenge for  established  “open- 
outcry"  markets. 

When  chroniclers  of  the 
derivatives  industry  look 
back  on  IMS.  they  may 
decide  that  this  was  the  year 
when  Chicago,  home  to  the 
US  futures  industry,  began 
to  take  the  threat  seriously. 

The  success  of  the  Ger- 
man-Swiss  Eurex  exchange 
in  snaring  volume  in 
long-term  interest  rate  con- 
tracts from  Britain's  London 
International  Financial 
Futures  Exchange,  followed 
by  the  speedy  demise  of  open 
outcry  at  France's  Matif 
once  screens  were  intro- 
duced as  an  alternative,  left 
the  Chicago  exchanges  grap- 
pling to  devise  new  business 
strategies. 

Today,  more  than  six 
months  after  the  Matif 
upheavals,  both  the  Chicago 
Board  of  Trade  and  the  Chi- 
cago Mercantile  Exchange 
have  given  some  indication 
of  how  they  intend  to 
respond.  The  big  question. 


as  yet  unanswered  in  a fast- 
changing  business  environ- 
ment, is  whether  their  plans 
will  be  adequate. 

The  smaller  Chicago  Mer- 
cantile Exchange,  which  is 
ranked  third  worldwide  in 
terms  of  trading  volumes 
last  year,  set  out  its  response 
m a strategy  review  which 
was  formally  released  to 
members  at  last  November's 
annual  meeting. 

This  sees  the  exchange 
make  some  big  concessions 
to  the  electronic  threat.  It 
will  step  up  the  amount  of 
automation  on  and  around 
the  floor  - for  example,  giv- 
ing traders  hand-held  units 
which  allow  them  to  link 
directly  to  the  Merc’s  Globex 
electronic  trading  system. 

Globex.  in  the  past,  has 
been  used  primarily  as  an 
"after  hours"  trading  mecha- 
nism. But  already,  over  the 
past  is  months,  the 
exchange  has  begun  to 
employ  it  during  the  regular 
trading  day  for  a small  num- 
ber of  contracts. 

Now,  much  more  signifi- 
cantly, the  Merc  plans  to 
utilise  Globex  during  the 
trading  day  for  its  flagship 
eurodollar  contract. 


although  regular  pit-based 
trading  will  also  continue 
alongside.  This  “side-by- 
side"  trading  plan  should 
come  into  effect  by  mid-year 
and  is  partly  a defensive 
response  to  the  new  bank- 
owned  EBS  electronic  trad- 
ing system  for  forward  rate 
agreements. 

The  exchange,  too.  has 
been  bringing  on  a number 
of  new  contracts.  Its 
"e-mini"  contract  - the 
scaled-down  version  of  its 


tional  market;  a bankruptcy 
product;  and  is  currently 
seeking  permission  to  trade 
“weather"  futures,  based 
around  average  tempera- 
tures in  Chicago  and  other 
cities. 

Not  all  of  these  new  con- 
tracts, however,  have  traded 
briskly  in  their  opening 
months.  Meanwhile,  some 
swaps  traders,  working  in 
the  energy  industry,  also 
question  whether  weather 
derivatives  may  be  better 


'Chicago  exchanges  have  been  left 
grappling  to  devise  new  strategies’ 


DERIVATIVES  EXCHANGES  by  Edward  Luce 

Future  is 
uncertain  after 


Standard  & Poor’s  500  con- 
tract, which  was  launched 
partly  as  a defensive  move 
against  the  CBOTs  use  of 
Dow  Jones  indices  for  deriv- 
ative products  - has  proved 
to  be  a big  success  over  the 
past  18  months.  Now  the 
exchange  is  proposing  a 
“mini"  version  of  its  Nasdaq 
100  stock  index. 

More  in  nova  lively,  per- 
haps, the  CME  has  also 
launched  “turn  rate"  con- 
tracts, aimed  at  the  institu- 


left  as  a customised  over-the- 
counter  product  - at  least 
until  more  Investor  familiar- 
ity builds  up. 

Finally,  the  exchange  has 
been  looking  for  strategic 
partners  - drawn  either 
from  within  the  exchange /fi- 
nancial community  or  from 
among  technology  providers 
- to  help  expand  its  distribu- 
tion and/or  share  the  cost  of 
developing  on  the  technol- 
ogy front  Such  a move  could 
be  accompanied  by  some 


change  in  the  exchange's 
membership-owned  struc- 
ture. possibly  to  a more  con- 
ventional for-profit  arrange- 
ment. 

Although  traders  have 
hardly  been  sanguine  about 
the  potential  threat  to  their 
livelihoods,  the  Merc’s  plan 
has  at  least  been  steered 
through  relatively  smoothly 
to  date.  The  side-by-side 
trading  plan  for  the  euro- 
dollar contracts,  for  exam- 
ple, was  overwhelmingly 
endorsed  by  the  membership 
earlier  this  year. 

At  the  CBOT.  still  the 
world’s  biggest  futures 
exchange,  matters  have  been 
more  fraught.  Until  the  end 
of  1998,  this  exchange,  too, 
appeared  to  be  moving  down 
the  path  of  alliances  and 
side-by-side  trading.  It  pro- 
posed linking  up  with  Eurex, 
to  develop  jointly  a new  elec- 
tronic trading  system  based 
around  the  European 
exchange’s  technology, 
which  would  then  distribute 
both  institutions'  products. 
And,  under  competitive 
threat  from  the  new  all-elec- 
tronic Cantor  Financial 
Futures  Exchange,  it 
allowed  daytime  side-by-side 


David  Brennan:  a third-generation  independent  trader  won  election  as  chairman 


trading  for  its  key  treasury- 
based  contracts. 

But  resistance  from  vari- 
ous sections  of  the  CBOT 
membership  was  evident 
from  the  outset.  Independent 
traders  opposed  a plan  by 
which  the  CBOT  wouJd  have 
pooled  its  back  office  clear- 
ing operations  with  those  of 
the  CME.  As  a result,  the 
larger  exchange  eventually 
rejected  the  deal  - to  the 
distress  of  the  big  trading 
firms  who  saw  the  move  as  a 
useful  source  of  cost-efficien- 
cies. 

The  decision  to  pull  out  of 
the  Eurex  alliance  was  more 
complex.  Some  larger  trad- 
ing firms  viewed  the  open 
nature  of  the  Eurex  system 
- trading  access  extends 
beyond  members,  for  exam- 


ple - as  a competitive  threat, 
while  others  worried  about 
the  cost  Of  the  commitment 
In  the  midst  of  the  Eurex 
debate,  meanwhile,  CBOT 
members  voted  to  change 
the  chairmanship  of  the 
exchange.  Patrick  Arbor, 
who  favoured  the  Eurex  alli- 
ance. lost  a fight  for  re-elec- 
tion, and  the  job  passed  to 
David  Brennan,  a third-gen- 
eration Independent  trader 
who  has  made  it  clear  that 
he  would  like  to  see  more 
electronic  order  inflow.  He 
has  indicated  that  he  does 
not  view  alliances  as  likely 
Mr  Brennan  has  also 
suggested  that  the  exchange 
can  build  on  its  existing 
Project  A electronic  system, 
although  few  details  of  the 
cost  and  practicalities  of 


doing  so  have  been  publicly 
disclosed.  Project  A has  gen- 
erally been  viewed  as  a less- 
than-robust  system  in  its 
present  state  - capable  of 
handling  only  a modest 
number  of  transactions  at 
one  time,  for  example. 

Much  of  the  angst  in  Chi- 
cago over  the  electronic  trad- 
ing threat  has  been  exacer- 
bated by  falling  seat  prices. 
But  traders  have  had  one  big 
comfort:  at  both  exchanges, 
trading  volumes  hit  record 
levels  last  year,  as  markets 
worldwide  became  extremely 
volatile  and  investors  looked 
to  lay  off  risk.  That  surge  in 
business  - particularly 
on  the  financial  products 
side  - has  at  least 
helped  to  mitigate  traders' 
concerns. 


frantic  year 

^ The  division  of  spoils  between  the  three 
leading  exchanges  in  the  new  euro-zone  is 
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far  from  settled 

It  has  been  a frantic  12 
months  - probably  the  most 
frantic  ever  - for  Europe's 
leading  derivatives 
exchanges.  Driven  by  tech- 
nology and  the  seemingly 
inexorable  drive  to  concen- 
trate liquidity,  exchanges 
have  been  demutualising, 
merging  and  switching  to 
electronic  trading. 

Yet  the  conundrum  is  by 
no  means  over.  Although 
both  Liffe  and  Matif  have 
embraced  screen-based  trad- 
ing, tbe  division  of  spoils 
between  the  three  leading 
exchanges  in  the  new  euro- 
denominated  market  is  far 
from  settled. 

Nor  is  it  yet  clear  which 
exchange  will  jump  into  bed 
with  which  in  spite  of 
Matif s efforts  to  set  up  a 
global  alliance  (Globex) 
involving  the  Singapore 
International  Monetary 
Exchange  and  the  Chicago 
Mercantile  Exchange. 

Eurex,  the  product  of  the 
merger  between  the  Deut- 
sche Terminbdrse  and  Sof- 
fex,  the  Swiss  exchange,  was 
effectively  jilted  at  the  altar 
by  the  Chicago  Board  of 
Trade  following  tbe  election 
of  David  Brennan  as  its  new 
chairman  last  November. 
The  potential  alliance 
between  the  two  was  killed 
by  Mr  Brennan's  lack  of 
enthusiasm  for  switching  to 
screen-based  trading  (and 
his  objections  to  the  high 
development  costs  of  setting 
up  a joint  platform). 

French  officials  say  that 
Globex,  which  will  also 
include  the  participation  of 
Miff  and  Meff,  the  Italian 
and  Spanish  exchanges, 
stands  a greater  chance  of 
survival  not  least  because 
the  main  participants  have 
already  agreed  on  the  trad- 
ing platform.  The  alliance 
remains  the  only  truly 
global  tie-up  to  have 
emerged  so  far. 

Given  Mr  Brennan's 
repeated  wish  for  the  CBOT 
not  to  enter  any  alliances  in 
the  near  future,  this  leaves 
both  Liffe  and  Eurex  without 
any  obvious  allies.  Except 
perhaps  each  other?  “We 
would  not  rule  out  an  alli- 
ance with  Frankfurt  but  the 
probability  is  very  low,1'  said 
a senior  official  at  Liffe. 

The  same  objections  would 
apply  to  a tie-up  between 
OM  — thp  Swedish  exchange, 
which  has  recently  launched 
futures  on  the  Swedish  gov- 
ernment bond  market  - and 
either  of  the  two  leading 
European  exchanges.  Last, 
judging  by  the  animosity 
which  still  lingers  between 
at  Matif  and  Eurex.  follow- 
ing the  breakdown  of  their 
alliance  last  year,  there  is 
little  scope  for  farther  con- 
solidation within  the  euro- 
zone. 

"It  is  difficult  to  envisage 
any  more  alliances  between 
European  exchanges  yet  the 
logic  for  creating  just  two  or 
possibly  even  one  platform  is 
every  bit  as  strong  as  it  Is 
between  Europe's  stock 
exchanges,"  said  the  htwri  of 
derivatives  trading  at  a US 
investment  bank. 


And  this  logic  grows  more 
compelling  by  the  week.  In 
tbe  aftermath  of  the  launch 
of  the  euro,  it  has  become 
clear  that  Europe  has  room 
only  for  two  large  volume 
interest  rate  contracts:  the 
future  on  three-month  euri- 
bor  - the  Brussels-based  ref- 
erence rate  for  inter-bank 
lending  in  euros:  and  the 
future  on  the  10-year  Ger- 
man government  bond. 
Other  contracts,  such  as  the 
future  on  the  five-year  Ger- 
man government  bond  (the 
Bobl)  and  the  future  on  the 
Notionnel,  the  French  gov- 
ernment bond,  remain  viable 
but  insufficiently  liquid  to 
sustain  the  ambitions  of  an 
exchange.  Daily  volume  in 
the  German  long-bond  has 
been  10  times  the  level  of 
that  on  its  French  counter- 
part on  many  occasions 
since  January  4. 

In  addition,  market  users 
say  there  will  probably  be 
room  for  liquidity  in  just  two 
or  three  contracts  on  the 
range  of  indices  on  panEuro- 
pean  equities  now  on  offer. 
These  are  provided  by  Mor- 
gan Stanley  Capital  Interna- 
tional, FTSE  International, 
which  is  50  per  cent  owned 
by  the  Financial  Times,  and 
Stoxx.  which  Is  partly  owned 
by  Dow  Jones.  Again,  much 
as  with  the  10-year  German 
bond  or  the  Euribor  con- 
tract. which  is  dominated  by 
Liffe,  liquidity  Is  likely  to 
concentrate  rapidly  once  it 
has  become  dear  which  con- 
tacts are  in  the  lead. 

Second,  growth  in  the  OTC 
derivatives  market  contin- 
ues to  outstrip  growth  in 
trading  of  exchange-listed 
derivatives.  Although  the 
exchanges  are  looking  at 
ways  to  co-opt  some  of  this 
volume  - with  Liffe  having 
launched  (so  for  unsuccess- 
fully] products  based  on  the 
swaps  market  - the  OTC 
market  seems  to  be  more 
adept  at  borrowing  features 
of  the  exchange  market 
For  example,  OTC  prod- 
ucts are  becoming  more 
standardised  - especially  in 
the  interest  rate  swaps  mar- 
ket — and  clearing  houses, 
such  as  the  London  Clearing 
House,  are  looking  at  provid- 
ing counterparty  services  for 
the  swaps  market.  This 
would  almost  eliminate 
counterparty  risk  for  those 
trading  In  the  more  standar- 
dised parts  of  the  OTC  mar- 
ket 

Third,  although  locals  con- 
tinue to  trade  on  the  Liffe 
floor,  the  advent  of  elec- 
tronic trading  is  likely  to 
result  in  the  further  margin- 
alisation of  self-employed 
traders. 

The  separation  of  trading 
permits  from  share  owner- 
ship is  likely  to  result  in  a 
continued  shift  of  power 
from  members  towards  large 
market  operators,  notably 
the  investment  banks,  whose 
representatives  in  many 
c*l«u»s  simultaneously  sit  on 
the  boards  of  competing 
exchanges. 

. All  of  which  suggests  that 
the  exchanges  will  continue 
to  fece  a very  rocky  future. 


LIFFE’S  New  ElectronicTrading  Platform 


In  three  weeks  time,  on  April  12th,  LIFFE 
will  launch  LIFFE  CONNECT™  for  Futures, 
the  second  release  of  its  new  electronic 
trading  platform,  the  culmination  of  a 
team  effort  with  its  customers  and 
software  partners. 

LIFFE  CONNECT™  is  the  platform  upon 
which  LIFFE  is  building  a new  world 
leading  electronic  market:  the  first  truly 
open  system  designed  with  the  market  - 
for  traders. 


Web  site:  http://www.liffe.com/ 


LIFFE  CONNECT™, 
the  benchmark 
for  choice  and 
innovation 


Llf  F( 

Choice  and  Innovation 


The  London  international  Financial 
Futures  and  Options  Exchange 
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AUSTRALIA  by  Gwen  Robinson  in  Sydney : 

Record  trading  as 
merger  talks  go  on 

The  firtures  and  stock  markets  have  benefited  from  Australia's 
remarkable  economic  resilience  in  the  face  of  Asian  turmoil 
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New  York  traders  react  as  the  Dow  Jones  Industrial  Average  tops  10,000  on  March  16  this  year 

US  by  John  Labate  in  New  York 
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Wall  Street  feels  the  tremors 

A string  of  upstart  companies  known  as  ECNs  are  reshaping  the  way  trading  is  done  in  many  leading  stocks 


The  rustle  of  tremors  are 
increasingly  being  felt  on 
Wall  Street.  The  act  of  bring- 
ing  buyers  and  sellers 
together  in  a market  place  is 
undergoing  some  of  the  most 
substantial  changes  in  more 
than  a decade.  The  next  sev- 
eral months  could  be  crucial. 
The  traditional  US  trading 
markets  are  likely  to 
respond  to  the  rapid  techno- 
logical and  policy  transfor- 
mations that  are  sweeping 
through  the  market. 

No  one  can  predict  the 
outcome.  What  is  clear,  how- 
ever, is  that  recent  advances 
are  giving  institutional  and 
retail  investors  greater  free- 
dom to  trade  more  directly 
and  at  less  cost  than  ever 
before,  driving  trading  com- 
missions downward  and 
increasingly  reshaping  the 
way  trading  is  done  in  many 
leading  stocks. 

At  the  forefront  are  a 
string  of  upstart  companies 
known  as  ECNs,  or  elec- 
tronic communications  net- 
works, that  control  a rising 
share  of  equity  transactions 


in  many  leading  companies. 

ECNs  are  electronic  bro- 
kers that  operate  as  mini-ex- 
changes. matching  buy  and 
sell  orders  for  a minimal  fee 
on  their  own  East  electronic 
networks.  They  are  private 
entities  regulated  by  both 
the  Securities  and  Exchange 
Commission  and  the 
National  Association  of 
Securities  Dealers,  the  same 
body  that  oversees  the  Nas- 
daq market. 

Customers  included  lead- 
ing Institutional  brokers  as 
well  as  individual  investors 
who  trade  through  internet- 
based  brokers  such  as 
E*Trade.  Charles  Schwab 
and  Datek.  The  largest  ECN 
is  Instinet,  the  division  of 
Reuters  that  was  founded  in 
1069.  although  most  of  the 
others  have  been  around  for 
three  years  or  less. 

To  many,  the  rise  of  the 
ECNs  presents  a real  chal- 
lenge to  the  two  dominant 
equity  trading  markets,  the 
New  York  Stock  Exchange 
and  Nasdaq.  “It’s  an  oppor- 
tunity to  level  the  playing 


field  and  break  the  monop- 
oly of  those  exchanges,”  said 
Dan  Burke,  brokerage  indus- 
try analyst  at  Gome2  Advi- 
sors. 

The  advantages  held  by 
ECNs  are  in  their  technical 
efficiency  and  price.  There  is 
no  human  interaction  with 
ECN  trading,  all  is  done 
through  automation.  Buy 
and  sell  limit  orders  enter  an 
ECN  system  and  are 
matched  within  split  sec- 
onds. Rather  than  making 
money  on  the  spreads,  or  dif- 
ference between  the  buy  and 
ask  orders.  ECNs  charge  fees 
when  a match  is  made. 

The  speed  at  which  they 
can  process  trades  and  their 
low  fees  are  ensuring  bigger 
shares  of  trading  volume  in 
the  hottest  and  most  volatile 
stocks.  The  largest  competi- 
tors already  handle  a sub- 
stantial volume  of  Nasdaq 
stocks.  As  a group  they  pro- 
cess slightly  more  than  30 
per  cent  of  all  Nasdaq-traded 
stocks.  In  February  the  sec- 
ond largest  ECN.  Island,  a 
division  of  Datek  Holdings, 


processed  10  per  cent  of  ail 
trades  in  Dell  Computer  and 
21  per  cent  for  AmazoD.com. 

Another  reason  ECNs  pose 
a threat  to  the  main 
exchanges  is  the  hacking 
they  have  received  from 
leading  Wall  Street  firms 
which  are  also  NYSE  mem- 
ber firms.  In  January.  Gold- 
man Sachs  paid  for  a 25  per 
cent  stake  in  Archipelago, 
one  of  the  smaller-scale 
ECNs.  Bear  Sterns  and  Leh- 
man Brothers  have  recently 
formed  partnerships  with 
the  eighth  largest  ECN, 
Strike. 

Some  of  the  most  aggres- 
sive ECNs  want  to  break  out 
of  their  limited  Nasdaq  trad- 
ing and  trade  in  much 
sought-after  stocks  on  the 
NYSE.  For  now  they  are 
blocked  from  doing  so.  but 
that  may  change.  In  April, 
the  SEC  will  begin  accepting 
applications  for  exchange 
status,  a move  that  could  be 
all  that  stands  in  the  way  of 
ECNs  from  entering  NYSE 
trading.  For  its  part  the 
NYSE  is  in  talks  with  ECNs 
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and  a future  link  is  possible. 
It  remains  to  be  seen  how 
much  longer  such  regula- 
tions will  protect  the  mem- 
ber-based NYSE. 

The  rise  of  the  ECNs  may 
also  increase  the  speed  with 
which  trading  hours  are 
extended  in  US  stock  trad- 
ing. but  here  the  outcome  is 
even  less  certain.  At  the 
moment  such  after-hours 
trading  does  exist  through 
Instinet.  which  Is  considered 
an  important  way  that  Insti- 
tutions trade  stocks  after  the 
market's  normal  4pm  close. 
Such  trading  can  be  impor- 
tant since  many  companies 
announce  earnings  results  or 
other  announcements  at 
such  times.  The  problem  for 
greater  after-hours  trading  is 
whether  sufficient  liquidity 
exists  to  drive  trading  for 
more  investors.  Without 
such  liquidity,  matching  buy 
and  sell  orders  will  become 
even  more  difficult 

At  least  one  ECN.  Eclipse 
Trading,  is  taking  the  gam- 
ble that  sufficient  individual 
investors  will  create  that 
liquidity.  Eclipse  announced 
in  March  that  it  will  begin 
after-hours  trading  for  indi- 
vidual orders  during  the 
summer  months,  with  its 
partners  Discover  Broker- 
age, the  online  trading  divi- 
sion of  Morgan  Stanley  Dean 
Witter,  and  Bernard  L. 
Madoff  Investment  Securi- 
ties. 


Australia's  stock  and  futures 
exchanges  are  at  the  fore- 
front of  the  country’s  push 
to  become  a regional  finan- 
cial centre,  with  a merger 
proposal  which  could  see  the 
two  exchanges  combine 
forces,. possibly  within  the 
next  12  months.  The  merger 
talks,  which  are  likely  to  be 
concluded  by  June,  follow 
moves  by  both  exchanges  to 
expand  and  revamp  their 
operations. 

The  Australian  Stock 
Exchange  last  year  became 
the  world’s  first  stock  mar- 
ket to  list  on  its  own  boards, 
in  a move  which  Richard 
Humphry.  ASX  managing 
director,  described  as  “truly 
revolutionary”. 

“A  handful  of  other 
exchanges  took  the  first  step 
of  demutualising,  but  none 
has  listed.  I don't  count  the 
case  of  Stockholm,  which 
demutualised  and  later 
became  a subsidiary  of  a 
company  that  was  already 
listed,  ” he  said. 

Ahead  of  the  ASX’s  com- 
pliance listing  last  October, 
the  exchange's  606  members 
each  received  166,000  shares 
for  their  initial  investment 
of  AS25.000  in  membership 
fees.  Since  then,  the  shares 
have  more  than  tripled  in 
value,  soaring  nearly  220  per 
cent  to  about  AS13.50  Grom 
their  debut  price  of  AS4.I0. 
Against  a backdrop  of  record 
trading  levels  and  market 
strength.  ASX's  market  capi- 
talisation is  now  approach- 
ing AJ2.5bn. 

ASX  is  also  planning  to 
expand  and  restructure  its 
benchmark  All  Ordinaries 
index,  currently  a single 
index  of  nearly  265  stocks. 
Under  its  preferred  model. 
the  All  Ords  would  become  a 
two-tiered  index  of  about  350 
stocks,  consisting  of  two  sep- 
arate indices  - ASX  100  and 
ASX  250  - based  on  liquidity 
criteria.  The  proposal  trig- 
gered heated  debate  among 
funds  managers  and  brokers, 
many  who  warned  that  sec- 
ond-tier stocks  would 
suffer  from  their  secondary 
status.  ASX  has  invited  sub- 
missions on  the  proposal  and 
discussions  should  be  com- 
pleted by  June.  Mr  Humphry 
said. 

The  Sydney  Futures 
Exchange,  meanwhile,  has 
also  enjoyed  a record  year  of 
trading  activity  and  has 
forged  ahead  with  its  bold 


move  to  switch  to  a fully 
electronic  system  - the 
world’s  first  sizeable  futures 
exchange  to  take  the  leap. 
By  October,  SFE  plans  to 
phase  out  traditional  open- 
pit  trading  and  replace  it 
with  a new,  automated  sys- 
tem. The  switch  comes  as 
SFE  prepares  to  launch  a 
range  of  new  indices  and 
derivative  contracts,  cur- 
rently being  developed  in  a 
joint  venture  with  Dow 
Jones  Indexes.  The  first  two 
or  three  indices,  which  will 
most  likely  be  based  on 
regional  markets,  will  be 
launched  in  the  coming 
months. 

The  next  logical  step, 
according  to  both  Les  Host- 
ing, SFE’s  chief  executive, 
and  Mr  Humphry  of  the 
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ASX.  is  to  combine  the  two 
exchanges.  Both  the  futures 
and  stock  markets  have  ben- 
efited in  the  past  year  from 
Australia's  remarkable  eco- 
nomic resilience  in  the  face 
of  Asian  turmoil.  Domestic 
economic  growth  of  nearly  5 
per  cent  in  1998,  historically 
low  inflation  and  strong  cor- 
porate earnings  have  buoyed 
investor  sentiment.  Asia’s 
economic  woes  have  also 
prompted  overseas  funds 
managers  to  shift  more 
regional  funds  into  Austra- 
lia. 

But  there  are  already  signs 
of  a slowdown  in  Australian 
economic  growth,  reflected 
in  recent  data  which  showed 
plunging  capital  investment 
plans  and  slowing  export 
growth.  At  the  same  time, 
other  regional  exchanges 
snch  as  Hong  Kong  and 
Singapore  are  moving  to 
improve  their  competitive- 
ness. with,  among  other 
plans,  proposals  to 
merge  stock  and  futures 
exchanges. 

For  ASX  and  SFE,  it  is  not 


just  a question  of  enhancing 
international  competitive- 
ness. “It’s  a question  of  sur- 
vival.’* said  Mr  Hosking.  But 
any  merger  would  have  to  be 
approved  by  SFE's  members 
as  well  as  regulators.  The 
benefits  of  a merger,  which 
would  require  SFE  to  demu- 
tualise and  become  part  of 
the  listed  entity,  would 
indude  the  chance  for  both 
exchanges  to  rationalise 
their  costs  and  systems, 
including  clearing  arrange- 
ments. It  would  also  reduce 
costs  for  the  many  users 
who  operate  in  both  mar- 
kets- “It  would  also  unite  the 
focus  of  our  regional  ambi- 
tions," Mr  Hosking  said. 

A merged  exchange  for 
both  futures  and  stock  trad- 
ing would  create  a much 
more  competitive  market 
place  for  building  financial 
centre  status.  “The  better 
capitalised  you  are.  the  more 
concentrated  your  liquidity 
is.  and  the  more  you  can 
attract  more  liquidity  - and 
we  have  to  develop  that  side 
of  the  market  to  remain 
competitive.*’ 

ASX,  meanwhile,  is  pro- 
ceeding with  other  expan- 
sion plans,  including  talks 
with  the  US-based  Nasdaq 
exchange  which  could  lead 
to  agreements  for  the  two 
exchanges  to  trade  each  oth- 
er's stocks. 

In  its  first  interim  report 
since  listing,  ASX  last 
month  said  net  profit  had 
nearly  doubled  from  the 
level  forecast  in  its  prospec- 
tus. In  the  six  months  to 
December,  its  net  profit 
reached  A$23.4m,  Including 
an  extraordinary  gain  of 
A$7m  related  to  future 
income  tax  benefits.  ASX 
said.  Trading  volumes  on  the 
exchange  - Asia's  second 
largest  behind  Tokyo  - were 
19  per  cent  above  prospectus 
forecasts  in  the  period. 

If  market  activity  contin- 
ued. at  its  .current  .high  level, 
ASX  could  expect  to  report 
an  even  higher  second-half 
profit,  possibly  nearly  dou- 
bling prospectus  forecasts  of 
A$17.8m  net  operating  profit 
for  the  year  to  June,  Mr 
Humphry  said. 

Analysts,  however,  said 
the  full-year  result  would 
depend  on  factors  including 
domestic  economic  condi- 
tions and  the  outcome 
of  the  exchange's  expansion 
plans. 
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JAPAN  by  Naoko  Nakamae  in  Tokyo 


Deregulation  opens  doors 
slowly  to  investors 

Japan  will  have  to  wait  until  Its  economic  problems  are  sorted  out  before  it  can  really 
enter  the  big  league  in  derivatives  markets 
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Last  December.  Japan's  first 
covered  call  warrants  were 
issued  on  NTT  DoCoMo 
shares.  Covered  call  war- 
rants, and  other  over-the- 
counter  derivatives,  have 
been  allowed  as  tradeable 
securities  since  December  1. 
as  part  of  the  rolling  pro- 
gramme of  financial  deregu- 
lation taking  place  in  the 
country. 

So  far  the  response  for 
NTT  DoCoMo  warrants  has 
been  muted,  mainly  because 
the  domestic  brokerage 
houses  which  will  be 
distributing  the  product, 
have  been  waiting  for  a few 
details  to  be  ironed  out.  But 
they  all  agree  that  there  is 
demand  out  there,  especially 
since  the  product  will  enable 
retail  investors  to  have 
leveraged  exposure  to  NTT 
DoCoMo  shares,  which  are 
normally  too  expensive  for 
them. 

The  situation  reflects  the 
current  state  of  Japan’s 
fledgling  equity  derivatives 
market  Regulation  is  being 
relaxed  to  allow  the  develop- 
ment of  a range  of  new  prod- 
ucts and  investors  agree  that 
the  market  has  huge  poten- 
tial. The  question  is  how  to 
I go  about  unlocking  it 

Certainly,  Japanese  inves- 
I tors,  who  have  long  been 
considered  extremely  risk- 
averse.  are  altering  their 
attitudes  as  their  needs 
change.  Domestic  companies 
are  slowly  beginning  to  use 
equity  derivatives  for  a 
wider  range  of  purposes. 

"Japan  is  beyond  the  days 
when  large  corporates 
thought  that  doing  nothing 
was  equivalent  to  taking  no 
risk  - most  of  them  now 
appreciate  that  doing  noth- 
ing can  be  a huge  risk.”  said 
Henry  Fajemirokun,  head  of 
derivatives  at  Barclays  Capi- 
tal in  Tokyo. 


Large  demand  is  likely  to 
come  from  such  domestic 
institutions  which  want  to 
get  rid  of.  or  reduce,  asset 
exposure  in  shares  of  fellow 
keiretsu,  or  business  group 
members.  Equity  derivatives 
enable  them  to  hedge  their 
exposure  while  keeping  own- 
ership of  such  shares  stable. 

“I  expect  there  will  be  a lot 
of  demand  coming  from  com- 
panies who  want  to  do  this,” 
says  Atsusbi  lshii.  a man- 
ager in  the  investment 
department  of  Tokio  Marine 
and  Fire.  Japan's  largest 
non-life  insurer.  “Alterna- 
tively. they  can  sell  call 
options  as  well.” 

There  is  also  great  poten- 
tial foreign  demand  since 
many  foreign  investment 


much  more  believing.”  he 
added. 

And  other  fund  managers 
are  also  considering  selling 
mutual  funds  which  offer 
investors  certain  capital 
guarantees,  by  using  over- 
the-counter  derivatives. 

The  question  is  whether 
the  changing  deregulatory 
environment  will  sufficiently 
enable  Japan  to  unlock  the 
huge  potential  domestic  and 
foreign  demand.  So  far.  the 
primary  OTC  equity  deriva- 
tive market  is  $12.6bn,  a 
mere  drop  in  the  ocean  com- 
pared to  the  whole  OTC 
derivative  market  which  has 
a notional  $13,291bn  deriva- 
tives transactions  outstand- 
ing. The  bulk  of  the  market 
is  still  in  interest  rate  swaps 


‘Japan  is  beyond  the  days  when  large 
corporates  thought  that  doing  nothing 
was  equivalent  to  taking  no  risk’ 


portfolios  have  underweight 
positions  in  Japanese  equi- 
ties. 

“Foreign  investors’  worst 
fear  is  that  they  will  under- 
perform benchmark  indices 
(with  their  underweight 
positions).  Therefore  there  is 
a good  chance  that  a lot  of 
money  will  flow  into  the  Jap- 
anese equity  market  once 
the  perception  that  a Teal’ 
change  is  occurring  in  Japan 
takes  hold.”  said  Alastatr 
Beattie,  senior  general  man- 
ager of  the  structured  prod- 
ucts department  at  S octets 
Generate  in  Tokyo. 

“The  phrase  "yoake  no  moe 
ga  ic hiban  kurai ' [it's  dark- 
est just  before  dawn]  seems 
to  strike  a chord  with  many 
investors  these  days.  [Nor- 
mally] they  are  much  more 
cynical  but  [now]  they  are 


which  account  for  more  than 
two-thirds  of  the  market 

But  there  is  still  much 
work  to  be  done  to  bring  the 
system  up  to  scratch.  The 
absence  of  a rigorous 
accounting  system  is  one 
important  stumbling  block. 
At  the  moment,  the  market 
lacks  coherence  as  some 
institutions  mark-to-market, 
while  others  accrue  losses. 
When  two  counterparties 
which  use  differing  account- 
ing methods  enter  into  a 
transaction,  discrepancies 
can  occur  when  one  side 
books  a profit,  while  the 
other  accrues,  rather  than 
books,  the  loss. 

Japan  will  finally  make 
mark-to-market  accounting 
mandatory  in  2001.  Foreign 
investors  welcome  the 
change.  "Once  that  is  imple- 


mented, everyone  will  be  on 
the  same  playing  field."  says 
James  Fmgb.  managing 
director  at  Warburg  DUlou 
Read  in  Tokyo. 

The  way  the  Financial 
Supervisory  Agency  is  shap- 
ing its  role  as  financial 
watchdog  since  its  establish- 
ment last  July,  Has  also  met 
cautious  approval  from  for- 
eign investors.  The  combina- 
tion of  an  opaque  accounting 
system  and  complex  deriva- 
tive structures  has  allowed 
some  institutional  investors 
to  keep  some  of  their  trans- 
actions off  their  books. 

But  the  FSA  now  seems  to 
be  cracking  down  on  the 
misuse  of  derivatives. 
^They've  proved  to  be  active 
in  the  past  few  months," 
said  an  investor. 

But  some  foreign  invest- 
ment bankers  point  out  that 
while  Big  Bang  helps  on  the 
margin,  in  the  short  term, 
without  an  economic  recov- 
ery, the  market  is  unlikely 
to  grow  rapidly. 

Despite  the  deregulation 
process,  the  sluggish  econ- 
omy is  keeping  liquidity  lev- 
els low.  Real  foreign  demand 
will  not  be  forthcoming 
without  signs  that  the  econ- 
omy Is  turning  around.  As 
for  domestic  investors,  the 
stock  market's  sharp ’decline 
has  meant  that  many  have 
unrealised  losses  on  their 
equity  portfolios,  and  are 
averse  to  locking  such 
losses  in  by  using  deriva- 
tives to  hedge  their  posi- 
tions. 

The  process  of  deregu- 
lation is  slowly  getting  rid  of 
the  regulatory  Irritants  that 
prevented  Japan  from  being 
a leading  contender  In  the 
derivatives  world.  But  it  will 
have  to  wait  until  its  eco- 
nomic problems  are  sorted 
out  before  it  can  really  enter 
the  big  league. 
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Crisis  causes  investors  to 
turn  their  eyes  away 


The  slump  in  equity  values  has 
overshadowed  progress  in  modernisation 
of  exchange  installations 


The  emerging  market  crisis, 
now  well  into  its  second 
year,  has  swept  Latin  Amer- 
ica's stock  exchanges  almost 
completely  off  the  radar 
screens  of  international 
investors. 

However,  the  slump  in 
equity  values  has  overshad- 
owed progress  in  modernisa- 
tion of  exchange  installa- 
tions, the  growing  role  of 
local  and  international  insti- 
tutional investors,  improved 
regulation  and  the  spread  of 
more  demanding  standards 
of  corporate  governance. 

True,  the  crisis  has  high- 
lighted some  traditional 
handicaps,  such  as  thin 
liquidity  in  all  but  a handful 
of  stocks  and  reliance  on 
international  capital  flows. 
Local  and  international 
investors  still  view  Latin 
American  equity  markets  as 
little  more  than  gambling 
dens  of  varying  degrees  of 
sophistication. 

Yet,  advances  in  manage- 
ment of  exchanges  are  also 
creating  an  improved  trad- 
ing environment,  which,  as 
Mexico  is  demonstrating,  is 
beginning  to  overcome  these 
and  other  long-standing 
weaknesses. 

Mexico  has  absorbed  the 
shock  of  devaluation  and  a 
serious  economic  crisis  in 
1994  and  its  membership  of 
the  North  American  Free 
Trade  Agreement  fNafta)  has 
spared  it  the  worst  of  the 
emerging  market  contagion. 
It  has  also  made  the  greatest 
advances  of  all  the  region’s 
big  markets.  In  January,  it 
moved  to  a fully  electronic 
trading  system,  which  has 
boosted  liquidity,  narrowed 
spreads  and  attracted  busi- 
ness lost  to  foreign  stock 
markets,  particularly  New 
York. 

Many  leading  Mexican 
companies  are  listed  in  the 


US  either  directly  or  in  ADR 
form  and  liquidity  had 
migrated  to  New  York. 
Mexico  City  was  in  danger  of 
becoming  a backwater.  Guil- 
lermo Medina,  assistant 
director  of  the  Mexico  City 
Stock  Exchange,  says  “trad- 
ing (had)  to  become  moTe 
agile  to  increase  the  number 
of  operations  in  the  market. 
1 can  say  we  have  achieved 
this." 

Daily  trading  volumes  are 
98.1m  now,  compared  with 
73.2m  a year  earlier.  The 
number  of  orders  has  risen 
to  7,362  from  7.316  in  1998. 
Spreads  have  tightened  by  54 
per  cent.  This  has  cut  into 
brokers'  profits  and  together 
with  a restructuring  at  the 
exchange  this  has  driven 
down  the  value  of  the  mar- 
ket's 22  seats. 

It  is  hard  to  be  optimistic 
about  the  medium-term  out- 
look for  markets  in  the  rest 
of  the  region  because  the 
succession  of  emerging  mar- 
ket crises  and  the  collapse  of 
Brazil's  real  has  hit  equities 
so  bard.  The  real,  which  has 
lost  almost  40  per  cent  of  its 
value  since  January  13, 
upset  an  entire  region 
already  left  fragile  by  the 
Russian  default  five  months 
earlier.  Last  year,  the  Sao 
Paulo  market's  Ibovespa 
index  of  56  blue  chips  fell  35 
per  cent  in  dollar  terms.  In 
January  and  February  it  fell 
another  23  per  cent. 

In  spite  of  all  its  troubles. 
SSo  Paulo  still  boasts  the 
region's  biggest  and  most 
developed  equity  market 
with  a market  capitalisation 
in  February  of  US$1 07.15b  □. 
The  Sao  Paulo  exchange 
operates  parallel  open  outcry 
and  electronic  trading 
systems.  Soma,  a separate 
Nasdaq-style  electronic  mar- 
ket. started  up  in  1996  and 
now  lists  98  companies  and 


seven  investment  funds.  It 
also  has  29  market  makers. 

A large  and  aggressive 
investment  industry  has 
sprung  up  in  the  past  five 
years  but  has  had  to  contend 
with  high  real  interest  rates 
that  have  stunted  equities: 
share  prices  fell  35  per  cent 
In  real  terms  last  year  while 
fixed  income  investments 
gained  26  per  cent.  Equity 
fund  managers  thus  have  to 
work  very  hard  to  earn  rea- 
sonable returns.  Some  small 
funds,  such  as  Dynamo  in 
Rio  de  Janeiro,  have  taken 
an  active  role  in  manage- 
ment of  companies  and  occa- 
sionally stridently  defending 
minority  rights,  both  rela- 
tively new  concepts  in  Bra- 
mi.  Crucially,  activists  have 


‘Mexico  has 
absorbed  the 
shock  of 
devaluation 
and  a serious 
economic  crisis 
in  1994’ 


the  ear  of  the  CVM,  the  gov- 
ernment's equity  market  reg- 
ulator. 

However.  Brazilian  law 
still  protects  core  investors, 
usually  families,  by  allowing 
them  to  issue  two  non-voting 
shares  for  every  voting 
share.  This  means  they  can 
wield  full  control  with  as 
little  as  16  per  cent  of  a com- 
pany’s total  eqnity.  The 
second-class  status  of  pre- 
ferred shares  is  becoming  a 
subject  of  debate,  but  the 
authorities  have  shown  little 
inclination  to  deal  with  this 
complex  issue. 

Argentina  has  suffered  the 
most  fallout  from  the  real 
crisis  after  Brazil  itself. 
Share  prices  in  Buenos  Aires 


began  slumping  after  the 
emerging  crisis  first  broke  in 
1997  and  then  slid  faster  as 
Brazil,  a key  trading  partner 
in  the  Mercosur  customs 
union,  devalued  and  sank 
into  recession.  The  turmoil 
prompted  President  Carlos 
Menem  to  propose  taking  his 
seven-year  experiment  with 
a currency  board,  which 
pegs  the  peso  at  parity  with 
the  US  dollar,  to  its  ultimate 
conclusion:  adoption  of  the 
greenback  as  tbe  country's 
sole  currency. 

This  could  have  a dra- 
matic effect  on  Argentina's 
financial  markets  by  elimi- 
nating the  risk  of  devalua- 
tion. Interest  rates  would 
drop  closer  to  US  levels  and 
equity  investors  would  rate 
companies  more  on  their 
intrinsic  value  and  their 
trading  environment,  strip- 
ping out  foreign  exchange 
risk.  Christopher  Ecclestone, 
of  Buenos  Aires  Trust  Co, 
argues  this  would  further 
boost  the  market  by  setting 
Argentina  apart  from  its 
refractory  giant  neighbour 
once  and  for  ail. 

This  controversial  process 
would  take  several  years  to 
be  implemented,  even 
assuming  that  it  receives  the 
blessing  of  US  authorities 
worried  about  taking  ulti- 
mate responsibility  for  regu- 
lating - and  perhaps  having 
to  bail  out  - Argentina’s 
banking  system.  Although 
the  banks  are  In  generally 
good  health,  all  the  coun- 
try’s big  banks  are  now  fbr- 
eign -owned  making  regula- 
tion all  the  more  complex. 

Trading  activity  through- 
out the  region  is  likely  to 
remain  subdued  at  best  until 
Brazil  manages  to  stabilise 
its  economy  and  drag  itself 
out  of  recession.  However, 
there  Is  a chance  that  when 
international  investors  are 
ready  to  consider  investing 
in  the  region  again,  tbe 
equity  markets  will  be  a fit- 
ter place  to  handle  their 
investments. 


CHINA  by  James  Harding  in  Shanghai 


Contradiction  in  markets 


Many  people  have  rediscovered  the  religion 
of  investment,  but  the  environment  is  short 
of  China’s  ambitions  for  its  financial  sector 


i pews  at  the  old  Russian 
hodox  Mission  Church  in 
mtown  Shanghai  have 
g been  ripped  out  and 
laced  with  functional 
age  plastic  chairs.  The 
floor  has  been  covered 
i grey  marble  slabs  and 
he  end  of  the  morning  is 
red  with  cigarette  butts. 

old  icons  that  used  to 
g on  the  walls  have  gone 
huge  screens  flashing 
m and  red  numbers  have 
m their  place, 
he  building  is  now  home 
me  of  Shanghai's  many 
il  stock  trading  parlours, 
place  is  similar  in  mood 
smoky  atmosphere  to  an 
track  betting  shop.  On 
weekday,  there  may  be 
ens  of  people  hanging 
and,  watching  the  share 
es  move,  churning  mar- 
rumours,  taking  the 
isional  small-scale  punt 
instead,  betting  on  a 
ie  of  poker. 

couple  of  miles  away  in 
emerging  business  dis- 
t of  Pudong,  the  new 
nghai  Stock  Exchange 
ding  designed  as  a mod- 
echo  of  the  Arc  de 
mphe  houses  Asia’s  larg- 
trading  floor.  Rows  of 
jacketed  brokers  sitting 
\ pristine,  state-of-the-art 
langa  work  a fUIly-com- 
rised  trading  system  in 
liet  business-like  hunt 
jere  is  more  that  divides 
two  than  just  geography. 

Shanghai  Stock 
gauge  is  a monument  to 
potential  future  of  Chi- 
capital  markets,  while 
dimly  lit  trading  shop  in 
old  church  says  much . 

it  the  current  character 
he  Chinese  securities 
istry.  Many  people  have 
^covered  the  religion  of 
stxnent,  but  the  environ- 
t is  smoky,  speculative 


and  well  short  of  China's 
own  ambitions  for  its  finan- 
cial sector. 

Over  the  past  year,  three 
developments  in  the  indus- 
try have  been  similarly  con- 
tradictory. They  have  under- 
lined the  potential  of  China's 
securities  and  derivatives 
business,  but  exposed  the 
extent  of  present  problems. 

First,  the  passage  of  the 
Securities  Law  after  a six- 
year  wait  has  finally  given 
legal  underpinning  to  the 
young  stock  markets  in 
Shanghai  and  Shenzhen. 
But.  the  legislation  skirted 
some  of  the  crucial  issues 
that  threaten  the  progress  of 
the  Chinese  financial  ser- 
vices industry,  such  as  deriv- 
atives and  debt  issuance. 

The  law  marked  an  impor- 
tant. if  cautious,  step  on  Chi- 
na's road  towards  becoming 
a modern  market  economy. 
The  broad  legal  framework 
puts  in  order  the  many  regu- 
lations. directives  and  policy 
guidelines  that  have  accom- 
panied the  development  of 
China's  volatile  young  mar- 
kets. . , 

But,  while  the  legislation 
reinforces  penalties  for 
abuses  such  as  insider  trad- 
ing and  theft  of  investors' 
funds,  market  analysts  have 
noted  the  law  simply  does 
not  provide  for  many  areas, 
particularly  the  issue  and 
trade  of  sophisticated  instru- 
ments such  as  financial 
futures  and  options. 

Second,  the  stock  market 
regulator  has  had  some 
effect  in  pressing  listed  Chi- 
nese companies  to  inch 
towards  a semblance  of 
transparency.  But,  the  result 
has  been  to  expose  tbe 
extent  of  malpractice  and 
Irregularity  in  the  business 
of  listing  and  trading  shares 
- not  to  mention  flush  out 


an  unprecedented  number  of 
profits  warnings. 

Stock  markets  in  Shanghai 
and  Shenzhen,  which  have 
grown  over  the  past  nearly 
nine  years  to  boast  more 
than  800  listed  companies, 
have  tended  to  be  gossipy, 
volatile  and  riddled  with 
financial  irregularities. 

Last  year,  greater  trans- 
parency flushed  out 
Chengdu  Hongguang,  the 
television  component  maker, 
which  claimed  to  have  gen- 
erated substantial  profits  to 
secure  a listing  on  tbe 
Shanghai  stock  exchange  In 
1997.  The  company  had  actu- 
ally made  a loss  of 
RMBi03zn. 

Third,  and  perhaps  the 
most  striking  contrast  of  aH, 
tbe  so-called  A-share 
exchanges  for  domestic 
investors,  insulated  from 
global  financial  forces  by 
China’s  restrictions  on  for- 
eign exchange,  have 
remained  relatively  buoyant 
despite  tbe  Asian  disease. 
But  the  foreigners'  B-share 
markets  have  slipped  ever 
deeper  into  coma. 

While  the  A-share  mar- 
kets’ total  capitalisation  has 
reached  around  S240bn,  the 
value  of  tbe  B-share  mar- 
kets, as  prices  have  slipped 
to  one  historic  low  after 
another  in  tbe  last  few 
months,  is  Just  about  $2bn  - 
one  of  the  tiniest  markets  in 
Asia.  While  new  issues  on 
the  domestic  markets  have 
gone  off  at  a price/earnings 
ratio  of  22.  foreign  investor 
share  issues  have  struggled 
to  make  a debut  at  a pries 
5.5  times  earnings. 

The  malaise  in  the  B-share 
market  is  symptomatic  of 
profound  structural  prob- 
lems. 

The  foreign-currency  share 
markets  have  suffered  a 
long-term  liquidity  drain.  As 
the  perception  of  an  Illiquid 
market  has  taken  hold  so, 
too,  has  international  reluc- 
tance to  invest  in  B shares. 


creating  a downward  spiral 
of  diminishing  liquidity. 

The  prospect  of  a freely 
convertible  currency,  which 
would  logically  entail  the 
merger  of  the  foreign  and 
local-currency  stock  markets 
and  be  a boon  to  holders  of  B 
shares  trading  at  a discount 
to  their  A equivalents,  has 
drifted  further  over  the  hori- 
zon since  the  beginning  of 
the  Asian  financial  crisis. 

Tbe  passage  of  securities 
laws  that  broadly  ignore  the 
foreign-currency  stock  mar- 
kets underlines  the  opinion 
that  B shares  are  being  left 
out  in  the  cold,  the  victim  of 
official  neglect 

As  Chinese  companies  face 
fewer  restrictions  in  raising 
money  directly  on  interna- 
tional capital  markets,  they 
now  generally  turn  to  Hong 
Kong  for  overseas  fund  rais- 
ing. The  domestic  foreign 
currency  stock  markets, 
which  started  out  as  an 
experiment,  now  look 
increasingly  like  an  histori- 
cal anomaly. 

International  investors 
and  many  foreign  broker- 
ages in  a 11  but  name  have 
withdrawn  from  the  main- 
land’s stock  markets. 

There  are  suggestions  that 
government  may  try  to 
revive  the  B-share  markets. 
But  the  developments  of  the 
past  year  suggest  that  before 
China's  financial  markets 
join  the  big  international 
leagues,  Beijing  will  have  to 
come  round  to  some  funda- 
mental and  painful  changes 
- namely,  legislation  to 
enable  a modem  derivatives 
industry,  the  development  of 
an  open  corporate  culture 
and  a sense  of  shareholder 
rights  and  a fully  convertible 
currency. 

Far  some  time,  then,  Chi- 
nese domestic  investors  will 
have  the  trading  floor  at  the 
old  Russian  Orthodox  Mis- 
sion Church  and  the  new 
Shanghai  Stock  Exchange 
more  or  less  to  themselves. 


NORDIC  MARKETS  by  Nicholas  George 

Consolidation 
will  be  a 
reality  in  May 

Rules  and  settlement  procedures  between 
the  Stockholm  and  Copenhagen  stock 
exchanges  have  been  harmonised 


According  to  Tyge 
Rasmussen,  managing  direc- 
tor of  the  Copenhagen  Stock 
Exchange,  there  is  a dear 
distinction  between  stock 
market  consolidation  in  the 
Nordic  region  and  that  in 
the  rest  of  Europe. 

In  the  Nordic  region  con- 
solidation "will  be  a reality 
this  spring  while  most  of  the 
other  action  is  just  talk  at 
the  moment”.  Mr  Rasmussen 
states  assuredly. 

On  May  14.  the  link 
between  the  Stockholm  and 
Copenhagen  exchanges  will 
go  live  forming  the  Norex 
alliance.  Elsewhere  in 
Europe  there  are  plans, 
while  in  Scandinavia  there 
will  be  trade. 

After  a few  simple  formali- 
ties the  53  members  of  the 
Stockholm  exchange  and  the 
26  members  of  the  Copen- 
hagen exchange  will  become 
members  of  both,  with  the 
exchanges  waiving  tbe  nor- 
mal entrance  fees.  After 
months  of  negotiations  xules 
and  settlement  procedures 
have  been  harmonised  and 
brokers  will  have  access  to 
both  markets  and  their  order 
books. 

With  only  a few  minor 
exceptions  trading  regula- 
tions on  the  two  exchanges 
will  be  identical  allowing 
brokers  to  trade  without 
having  to  consult  constantly 
separate  rule  books. 

The  key  to  the  alliance  is 
the  shared  computer  plat- 
form with  both  exchanges 
moving  to  the  SAX2000  sys- 
tem. This  means  brokers  win 
be  able  to  run  both  markets 
side  by  side  on  their  own 
terminals,  using  the  same 
techniques  arid  commands  to 
execute  trades  in  Copen- 
hagen and  Stockholm- 

Ill  the  short  term,  the 
main  beneficiary  is  seen  to 
be  the  Copenhagen  market 
on  which  tbe  number  of 
remote  users  will  jump 
sharply.  The  process  of  har- 


monising the  rule  books  has 
also  allowed  the  Danish 
exchange  to  update  its  trad- 
ing methods  which  still  bore 

the  mark  of  the  country's 

more  dominant  bond  mar- 
ket. 

Despite  tbe  enthusiasm  of 
the  participants  the 
co-operation  only  marks  a 
small  step  in  tbe  process  of 
European  market  consolida- 
tion with  the  joint  market 
remaining  relatively  small. 
Stockholm  has  a market  cap- 
italisation of  around 
SKr2,400bn  (US$292bni  and 
an  average  daily  turnover  of 
SKrlO^bn  with  Copenhagen 
a capitalisation  of  around 
DKrSOObn  <US$ll7bn;  and  a 
daily  turnover  of  DKrLSbn. 

Moreover,  plans  to  expand 
tbe  alliance  to  create  a truly 
Nordic  bourse  have  stalled. 
Norway  is  currently  holding 
a strategic  review  of  its  posi- 
tion and  considering 
whether  to  join  Norex  or  the 
alliance  between  Frankfurt 
and  London.  Even  if  Oslo 
does  pick  the  Nordic  alterna- 
tive the  co-operation  is  likely 
to  be  more  limited  due  to 
tprhninai  difficulties. 

In  February,  the  Olso 
Exchange  launched  it  own 
new  computer  trading  sys- 
tem which  so  far  has 
avoided  many  of  the  teeth- 
ing problems  normally  asso- 
ciated with  the  introduction 
of  such  systems.  However, 
although  it  is  probably  possi- 
ble to  link  it  to  Norex  the 
system  cannot  be  easily  inte- 
grated into  the  SAX2000  plat- 
form adopted  by  Stockholm 
and  Copenhagen  meaning 
many  of  the  benefits  of  a 
common  trading  environ- 
ment would  be  lost. 

Another  condition  for  any 
Norwegian  link  with  Norex 
is  likely  to  be  that  entry  into 
a Nordic  alliance  does  not 
preclude  a future  link  with 
the  London-Frankfurt  part- 
nership. 

For  Tyge  Rasmussen  at 


Per  Larsson:  ‘turnover  is  what  we  five  by* 


the  Copenhagen  Exchange 
this  is  not  a problem.  He 
does  not  see  tbe  Danish 
exchange  excluded  from 
developments  in  the  main 
European  countries  because 
of  its  alliance  with  Stock- 
holm. What  Norex  offers  is 
the  chance  to  expand  now, 
not  a once  and  for  all  alter- 
native to  the  alliances  else- 
where. 

"The  Frankfurt  and  Lon- 
don link  is  not  going  to  be 
ready  this  year  . and  not 
ready  next  year."  Mr  Ras- 
mussen said,  adding  that  in 
bis  view  it  was  unlikely  to 
really  get  off  the  ground 
before  2002. 

Jo  Finland,  the  Helsinki 
Stock  Exchange  is  firmly  in 
the  Frankfurt  camp.  Finland 
is  the  only  country  in  the 
Nordic  region  that  has 
entered  the  euro-zone  and 
the  bourse  is  keen  to  make 
the  most  of  the  common  cur- 
rency by  cementing  alliances 
with  other  euro-zone  coun- 
tries. 

Far  from  entering  an  alli- 
ance with  Stockholm  the 
Helsinki  Exchange  is  now 
battling  its  Nordic  neighbour 
to  become  the  prime  market 
for  trade  in  Nokia,  the  Finn- 
ish telecommunications 
equipment  manufacturer 
which  is  by  far  its  most  liq- 
uid share. 

Stockholm’s  recent 
announcement  that  it  is  to 
open  an  hour  earlier,  and 
therefore  30  minutes  before 
Helsinki,  is  partly  an 
attempt  to  win  Nokia  trade 
away  from  HelsinkL 

At  present  trading  in  Hel- 
sinki begins  half  an  hour 
before  it  does  in  Stockholm. 


In  this  half  hour  volumes  in 
Nokia  build  quickly  as  the 
share  adjusts  to  its  closing 
level  in  the  US.  By  opening  ‘ 
earlier.  Stockholm  aims  to 
capture  this  early  momen- 
tum. 

“Turnover  is  what  we  live 
by  and  for  us  to  serve  our 
members  we  need  to  open  at 
least  at  the  same  time  as 
Helsinki,”  said  Per  Larsson. 
chief  executive  of  OM  Grup- 
pen  the  listed  company 
which  owns  the  Stockholm 
Exchange.  Mr  Larsson 
accepts  that  the  move  may 
upset  Helsinki  but  says  it  is 
a sign  of  the  new  competi- 
tive environment  in  which 
markets  find  themselves. 

For  Stockholm.  Nokia  is  a 
vital  part  of  its  future  plans 
to  profile  itself  as  a centre 
for  trade  in  telecom  stocks. 
In  the  past  year  Stockholm 
has  won  back  much  of  the 
trade  in  the  Swedish  tele- 
communications equipment 
maker  Ericsson  from  the 
Nasdaq  exchange  in  the  US. 
Id  January  1996  only  37  per 
cent  of  the  daily  turnover  in 
Ericsson  was  conducted  on 
the  Stockholm  Exchange.  By 
January  1999  this  figure  had 
risen  to  74  per  cent.  The 
move  to  extend  Stockholm's 
opening  hours  to  10pm  is 
aimed  at  bringing  back  even 
more  of  the  trade  in  Ericsson 
from  New  York. 

With  a dominant  position 
in  two  of  the  world's  top 
three  mobile  telecommunica- 
tions equipment  manufac- 
tures. OM  Gruppen  hopes 
eventually  to  attract  new 
listings,  seeing  markets  as 
much  defined  by  sectors  as 
by  geography. 


Being  the  largest  private  commercial  bank  Turkey  stands  for  more  than  assets 
or  profits.  With  l§banlc.  ii  also  involves  exectteai  reliability  at  home  and  abroad. 

As  the  international  financial  community’s  partner  of  choice,  i§bank  enjoys 
tbe  highest  rating  of  all  Turkish  banks.  Ami  in  1998  alone,  we  were  extended 
two  syndicated  loans  totalling  VS  $ 500  million. 

Our  leading  position  both  in  Turkish  privatizations  and  in 
tbe  Istanbul  Stock  Exchange,  flexibility,  expertise,  and  comprehensive  range  of 
services  make  us  die  bank  of  choice  for  foreign  investors. 

After  almost  three-quarters  of  a century  as  Turkey's  financial  leader, 
our  number  one  ranking  means  we  are  at  the  right  place  to  keep  growing.  And  more 
than  anything  else,  it  means  t9bank  is  the  right  bank  for  your  Turkish  business. 
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Going  from  one 
extreme  to  the  other 


The  market  is  now  clawing  its  way  back  after  suffering  an  80  per 
cent  fall  in  value  on  the  back  of  the  Russian  crisis  last  August 


The  Turkish  stock  market 
last  year  went  from  being 
one  of  the  world's  best  per- 
forming stock  markets  to 
one  of  the  worst  This  year  it 
is  now  clawing  its  way  up 
again  with  the  same  irratio- 
nal exuberance  with  which 
it  went  down. 

“The  fall  was  much  more 
than  a correction,”  says 
Huseyin  Erkan,  vice-chair- 
man of  the  Istanbul  Stock 
Exchange.  “We  went  from 
one  extreme  to  another." 
Like  many  analysts,  he 
believes  the  market  was 
overvalued  before  it  lost  80 
per  cent  of  its  value  on  the 
back  of  the  Russian  crisis. 
But  he  and  the  analysts  also 
argue  that  the  Turkish  mar- 
ket’s reaction  to  events  in 
Russia  was  overdone. 

The  recovery  seen  so  far 
this  year  - an  increase  of  34 
per  cent  in  dollar  terms  by 
the  end  of  February  - has 
been  built  on  two  factors. 
The  first  is  that  since  last 
year's  fall,  Turkey  has  been 
among  the  most  underval- 
ued emerging  markets. 

Jurgen  Odenius,  emerging 
markets  strategist  at  War- 
burg Dillon  Read,  argues 
that  for  this  reason  the  mar- 
ket has  been  hungry  for  rea- 
sons to  buy.  Mr  Erkan 
reports  that  having  risen  to 
pre-crisis  highs  of  15  to  20. 
price/earnings  ratios  at  the 
end  of  February  were  back 
to  around  nine  from  the  near 
historical  lows  of  six  (hey 
reached  last  autumn.  At 


$647,  a US  dollar  index  of  the 
market’s  top  100  shares  was 
still  50  per  cent  down  on  its 
pre-crisis  high  of  $1,256.  This 
inexpensiveness,  in  turn,  has 
helped  to  feed  a very  rosy 
interpretation  of  the  way 
events  could  develop  later 
this  year. 

The  market  started  to 
climb  back  on  a promise  last 
month  of  loans  from  the 
International  Monetary 
Fund  if  Turkey  implemented 
a more  ambitious  strategy 
for  beating  double-digit  infla- 
tion after  general  and  local 
elections  due  on  April  18. 

It  received  a further  boost 
a week  later  from  the  cap- 
ture of  Abdullah  Ocalan. 
leader  of  the  PKK  Kurdish 
guerrilla  group.  Catching 
Turkey’s  most  wanted  man 
fuelled  hopes  that  Bulent 

Ecevit,  the  caretaker  prime 
minister  who  is  seen  by  mar- 
kets as  a safe  pair  of  hands 
for  the  economy,  and  other 
mainstream  parties  could 
count  on  forming  a coalition 
at  the  expense  of  the 
Islamist  Virtue  party.  Its 
return  to  power  is  opposed 
by  the  powerful  military. 

There  were  also  some 
expectations  that  a $7bn  a 
year  military  campaign  by 
Turkey  io  suppress  a PKK 
rebellion  could  end  sooner 
rather  than  later.  This  would 
close  on  important  drain  on 
the  Turkish  treasury  and 
help  repair  damage  caused 
fay  Turkey's  poor  human 
rights  record  to  relations 


with  the  EU,  which  Turkey 
wants  to  join  and  which 
remains  its  largest  trading 
partner. 

The  market  still  remains 
small  compared  to  its  poten- 
tial, mainly  because  of  high 
inflation,  which,  although 
down  to  68.9  per  cent  from 
99.3  per  cent  a year  earlier, 
makes  stock  market  invest- 
ments unattractive  to  small 
investors.  Second,  Turkish 
companies,  many  of  which 
remain  closely-held  family- 
owned  entities,  have  yet  to 
use  the  market  on  a signifi- 
cant scale  as  a means  of  rais- 
ing capital 

By  the  end  of  February 
there  had  been  no  public 
offerings  this  year,  compared 
to  20  last  year  and  29  the 
year  before.  Meanwhile,  pri- 
vatisation, which  could  have 
boosted  share  ownership  and 
market  liquidity,  was 
stopped  in  its  tracks  by  the 
emerging  markets  crisis  and 
allegations  of  corruption  in  a 
bank  privatisation  which 
brought  down  the  reformist 
government  of  Mesut  Yil- 
maz,  the  centre-right  prime 
minister,  last  November. 

The  problems,  however, 
have  still  not  stopped  the  Ist- 
anbul stock  exchange,  which 
boasts  some  of  the  most 
sophisticated  infrastructure 
in  eastern  Europe  or  the 
Middle  East,  from  pursuing 
talks  with  less  developed 
emerging  markets  such  as 
Romania  and  Kazakhstan  on 
trading  their  shares. 
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■ If  .you're -trading  Europe,  you  don't  just  neec  2 good 
ndex.  You  need  one  that’s  representative,  liquid,  accurate, 
ndependentiy . monitored  and  totally  transparent  into 
:be-  bargain. 

The  .F  i 3E . Eurotop  1 PC  comprises  the  hundred  most 
:qu;d  stocks  mi  Europe.  Tkst  and  its  'fixed. basks:' 


construction  make  it  ideal  ?cr  derivative  trading. 

It  has  o lower  tracking  error  than  any  ether  comparable, 
ndex  it's  governed. by  an  independent  Ircsx  Committee. 
And  its  ground  rules  are  p.sir,  for  ail  to  see. 

In  short,  it's  built  for  tracing  Europe.  And,  like  every  RISE 
index.  ft's  the  definitive  market  measure. 


One  trading  index 
puts  Europe  right  where 
you  need  it. 


SOUTH  AFRICA  by  Victor  Mallet  in  Johannesburg 


On  the  move 
to  electronic 
settlement 

The  JSE  has  offered  the  use  of  Its 
technology  to  the  nine  smaller  markets  of 
other  countries  in  southern  Africa 


Johannesburg  Stock  Exchange 
vofcme  traded  Motet  cm  as  Dec  31 
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After  112  years  in  the  city 
centre,  the  Johannesburg 
Stock  Exchange  has  decided 
to  join  the  exodus  of  busi- 
nesses to  the  relatively 
crime-free  shopping  malls 
and  office  blocks  of  Sandton 
in  the  northern  suburbs.  But 
the  relocation  is  only  one  of 
many  changes  being  made 
by  the  JSE  as  South  Africa 
reintegrates  itself  into  the 
global  economy  Five  years 
after  the  end  of  apartheid. 

The  most  important  step  is 
the  move  to  electronic  settle- 
ment of  trades  through  the 
JSE's  Share  Transactions 
Totally  Electronic,  or  Strate. 

It  was  only  three  years  ago 
that  the  exchange  moved 
from  open  outcry  to  screen- 
based  trading,  and  now  it 
urgently  needs  to  improve 
its  cumbersome  settlement 
procedures,  which  are 
unable  to  cope  with  fast-ris- 
ing volumes.  In  the  past  four 
years,  the  number  of  trades 
has  risen  from  a few  thou- 
sand daily  to  a record  of 
nearly  30,000  in  a single  day. 

The  JSE,  sophisticated  in 
many  other  respects,  has  the 
worst  cross-border  settle- 
ment record  of  20  leading 
emerging  markets.  “Strate  is 
not  just  nice  to  have  - it's 
an  imperative,”  says  Monica 
Singer,  Strate  general  man- 
ager. 

Strate.  under  which  all 


shares  will  eventually  have 
to  be  “dematerialised"  for 
settlement,  will  start  by 
dealing  with  illiquid  shares 
in  the  next  few  months.  The 
target  Is  to  have  all  quoted 
securities  settled  electroni- 
cally by  July  2001. 

The  present,  rather  lax 
one-week  settlement  period 
will  be  replaced  by  a vigor- 
ously enforced  rolling  T+5 
system  - trades  must  be  set- 
tled five  working  days  after 
the  deal  - and  eventually 
T+3. 

Gill  Marcus,  deputy 
finance  minister,  says  Strate 
will  help  to  clear  the  market 
of  fraudulent  scrip  because 
banks  and  brokers  will  have 
to  scrutinise  share  certifi- 
cates for  authenticity  when 
they  dematerialise  them  for 
the  electronic  register.  It  will 
also  encourage  foreign  inves- 
tors. 

The  JSE  has  also  offered 
the  use  of  its  trading  and 
settlement  technology  to  the 
nine,  much  smaller,  markets 
of  other  countries  in 
southern  Africa,  although 
only  the  stock  exchange  of 
Namibia  - whose  economy 
is  already  closely  tied  to 
South  Africa’s  - has  signed 
up. 

Russel]  Loubser.  JSE  exec- 
utive president,  says  it 
makes  sense  for  smaller 
exchanges  that  cannot  afford 
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big  investments  in  computer 
technology  to  take  advan- 
tage of  the  J SB's  systems  in 
an  increasingly  competitive 
global  market  for  capital 

Another  project  designed 
to  improve  the  attractions  of 
Johannesburg  is  the  pro- 
posed three-way  merger  of 
the  JSE.  the  South  African 
Futures  Exchange  and  the 
Bond  Exchange.  Mr  Loubser 
says  he  hopes  the  merger 
will  happen  as  early  as 
August,  provided  parliament 
passes  the  necessary  legisla- 
tion in  June. 

Johannesburg’s  reputation 
is  likely  to  be  further 
enhanced  by  the  recent  pro- 
mulgation of  a law  against 
insider  trading.  South 
Africa,  with  its  complicated 
networks  of  corporate  cross- 
holdings built  up  during  the 
apartheid  era,  has  a poor 
record  on  this:  it  is  almost 
routine  for  share  prices  to 
move  sharply  up  or  down  In 
the  days  and  hours  before 
company  announcements 
and  profit  warnings. 

The  new  law  bas  more 
teeth  than  (be  old  legislation 
covering  insider  trading,  and 
regulatory  powers  have  been 
shifted  to  the  Financial  Ser- 
vices Board  from  the  under- 
staffed Securities  Regulation 
Panel.  “J  certainly  hope  that 
it  means  some  insider  trad- 
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ers  go  to  jail,”  says  Mr  Loub- 
ser. 

Brokers  and  investment 
bankers  generally  approve 
the  JSE’s  efforts  to  modern- 
ise its  own  operations 
through  Strate,  the  proposed 
union  with  the  futures  and 
bond  exchanges,  and  other 
reforms  of  the  past  few 
years.  “1  think  those  are  all 
the  right  moves,  and  I'm 
convinced  the  progressive 
stance  the  JSE  hag  taken  is 
paying  off,”  says  Simon  Hol- 
lis, managing  director  of  ING 

Barings  in  Johannesburg. 

The  JSE  has  been  busier 
than  ever  in  recent  years, 
and  with  a capitalisation  of 
more  than  Rl.OOObn  ($161  bn) 
(putting  it  in  the  world's  top 
20)  from  670  listed  companies 
it  remains  by  far  the  largest 
equity  market  in  Africa. 
Newly-listed  black  empower- 
ment groups,  information 
technology  companies  and 
financial  services  providers 
have  all  contributed  to  the 
high  level  of  activity. 

Such  achievements,  how- 
ever. have  been  overshad- 
owed in  the  past  six  months 
by  announcements  from  sev- 
eral of  the  country's  biggest 
companies  that  they  are 
moving  their  primary  stock 
exchange  listings  from 
Johannesburg  to  London. 

Billiton,  the  natural 
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resources  group,  and  South 
African  Breweries  have 
already  gone;  Anglo  Ameri- 
can, the  mining  and  indus- 
trial conglomerate,  and  Old 
Mutual,  the  big  life  assurer 
which  is  abandoning  its 
mutual  status,  have  received 
government  approval  and 
are  next  in  line;  others  that 
want  to  move  - if  they  can 
persuade  the  South  African 
finance  ministry  to  give 
them  the  nod  - include  IT 
groups  such  as  Datatec  and 
Dimension  Data. 

Neither  the  JSE’s  market 
capitalisation  (since  second- 
ary listings  will  be  main- 
tained in  Johannesburg)  nor 
its  turnover  will  be  greatly 
affected.  “The  majority  of 
shareholders  are  still  South 
Africans  and  naturally  - 
combined  with  the  feet  that 
we  still  have  exchange  cen- 
tred regulations  - they  will 
have  no  choice  but  to  trade 
their  shares  in  South 
Africa,”  says  Mr  Loubser. 

If  and  when  exchange  con- 
trols disappear  in  line  with 
the  government’s  plans,  Mr 
Loubser  says,  then  share- 
holders will  opt  for  the  mar- 
ket where  they  get  the  best 
deal  - another  good  reason 
to  push  on  with  the  imple- 
mentation of  Strate. 


A PERSONAL  VIEW  by  Stephen  Kingsley 


Quest  for  a new  role 
and  a new  strategy 

Exchanges  must  respond  to  change  which,  in  a 's 

increasingly  open,  is  more  than  ever  determined  oy  use 

a challenge  to  traditional  answer  - tran^nission  needs 


Securities  and  derivatives 
markets  have  been  chal- 
lenged over  the  past  few 
years  by,  at  tunes,  enormous 
rhftngpg  in  the  environment 
in  which  they  operate.  These 
changes  have  been  driven  by 
a combination  of  familiar 
factors  - globalisation  of 
investments,  deregulation 
and  the  rfigrna^tiing  of  capi- 
tal controls,  technol- 
ogy and  communication,  and 
the  growing  concentration  of 
investment  power  in  the 
hands  of  a relatively  small 
number  Of  institutions.  All 
of  this  has  coincided  with  a 
rapid  increase  in  the  impor- 
tance of  the  financial  sector 
and  a significant  growth  in 
Its  sophistication. 

Traditionally-organised 
market  places,  which  we  can 
call  exchanges  for  the  sake 
of  argument,  have  some- 
times found  it  difficult  to 
keep  pace.  Many  of  these 
exchanges  were  mutually-or- 
ganised for  the  benefit  of 
members,  with  a franchise 
that  was  kept  in  place  by  a 
combination  of  regulations 
and  other  mechanisms 
which  sought  to  protect  the 
exchanges  and  their  mem- 
bers - and  understandably 
so. 

The  vast  majority  of 
exchanges  are  now  acting  in 
a way  which  suggests  that 
they  recognise  the  need  to 
search  for  a new  role  and  a 
new  strategy.  Intuitively. 
this  is  not  easy.  Most  organi- 
sations know  who  their  cus- 
tomers are,  but  exchanges 
find  this  is  a difficult  ques- 
tion to  answer.  The  mutual 
organisational  model  can 
militate  against  decisive  and 
uncomfortable  change,  and 
many  years  of  a protected 
existence  can  mean  that 
change  is  so  hard  to  push 
through  that-  when  it  finally 
starts  to  happen,  it  can  be 
too  late.  Equally,  exchanges 
must  respond  to  change 
which,  in  a world  which  is 
increasingly  open,  Is  increas- 
ingly determined  by  users. 

This  article  seeks  to  look 
at  the  market  place  from  the 
point  of  view  of  the  user,  of 
whom  there  are  several  clas- 
ses: institutional  investors, 
private  investors,  issuers 
and  intermediaries. 

However,  this  analysis  is 
not  worth  doing  unless  we 
simultaneously  identify 
some  significant  problems 
which  need  to  be  tackled. 
Here  then  are  some  “big 
issues”  that  the  market  as  a 
whole  will  need  to  resolve: 

• The  cost  of  executing, 
clearing  and  settling  trans- 
actions in  many  markets  is 
still  too  high: 

• Liquidity  in  the  smaller 
markets  is  still  a problem,  as 
is  liquidity  in  second-line 
stocks  in  the  larger  markets: 
and 

• The  rise  of  e-commerce  is 


service  proriders  and  regula- 
tors alike. 

So  how  should  the  mar- 
kets evolve?  One  of  the  big- 
gest drivers  is  transaction 
costs.  These  are  imposed 
both  by  the  exchanges  them- 
selves, and  by  the  way  in 
which  they  organise  their 
process  and  information 
technology  platforms,  since 
the  way  in  which  they  do 
this  significantly  impacts 
the  cost  structures  of  inter- 
mediaries and  their  custom- 
ers. It  is  this  element  which 
threatens  the  viability  of 
floor  trading  and  which  has 
increasingly  concentrated 
ETD  (exchange-  traded  deriv- 
ative) trading-  This  trend 
will  continue  and  we  are 
likely  to  see  the  creation  of 
global  exchanges  (whether 


Stephen  Kingsley:  the  pace  of 
change  is  not  about  to  stow 

real  or  virtual  through  link- 
age) to  support  globally- 
traded  ETDs. 

The  growing  importance  of 
first-line  stocks  has  already 
led  to  a degree  of  polarisa- 
tion in  the  equity  markets. 
This  trend,  which  an 
increasing  number  of  com- 
mentators consider  to  be 
damaging,  is  likely  to  con- 
tinue with  the  growth  of 
investable  funds,  the  con- 
tinuing popularity  of  index 
tracking  and  the  gradual 
relaxation  of  investment 
restrictions.  This  is  already 
leading  to  a single  market 
for  large  cap  European  equi- 
ties. and  might  well  in  time 
lead  to  some  kind  of  single 
platform  for  global  large 
caps.  The  industry  is  likely 
to  produce  derivatives  to 
support  these  developments. 

While  these  moves  are 
likely  to  reduce  the  cost,  and 
increase  the  flexibility,  of 
trading,  they  will  do  little  or 
nothing  for  the  costs  of 
clearing  and  settlement. 
Much  work  needs  to  be  done 
to  integrate  trading  and  set- 
tlement processes,  and  to 
simplify  and  consolidate  the 
depository  process  where 
significant  costs  are  created 
through  fragmentation. 
Rationalising  the  trading 
process  for  European  equi- 
ties is  only  part  of'  the 


to  be  dealt  with  too. 

Traditional  organised 
exchanges,  whether  evolved 
or  note,  will  face  new  compe- 
tition because  of  all  of  this- 
New,  and  unfamiliar,  service 

providers  are  quite  likely  to 
try  to  steal  their  market,  by 
providing  efficient  and  inte- 
grated trading  and  settle- 
ment platforms.  These  will 
most  likely  take  the  form  of 
“virtual"  platforms,  using 

already-available  compo- 
nents where  possible. 
Equally  likely  is  the  use  of 

the  internet  as  a distribution 
channel.  AU  of  this  would 
constitute  a real  challenge 
for  existing  exchanges.  The 
transfer  of  liquidity  would 
then  he  a click  away. 

These  developments  will 
also  heighten  the  difficulties 
already  faced  by  smaller 
companies  in  raising  capital 
anrt  maintaining  liquidity  for 
publicly  traded  equity.  These 
issues  were  explored  in  a 
recent  paper  produced  by 
Brian  Basham  and  Craig 
Pickering.  Their  paper  cov- 
ered only  the  UK  hut  a simi- 
lar analysis  could  likely  be 
performed  in  the  other  large 
European  economies.  The 
financial  sector  needs  to  find 
a creative  and  cost-effective 
solution  to  this  issue. 
Europe’s  regional  stock 
exchanges  should  have  a 
role  to  play  in  nurturing 
smaller  companies  and  feed- 
ing them  on  to  first  the  local 
and  then  the  regional  capital 
market  The  exchanges  have 
probably  been  quite  good  in 
fostering  a stream  of  IPOs  in 
the  past  - what  threatens 
the  sector  now  is  a demon- 
strable lack  of  institutional 
investor  interest 

Perhaps  e-commerce  will 
have  a role  to  play  since 
smaller  caps  have  tradition- 
ally been  a preserve  of  the 
private  investor,  and  the  pri- 
vate investor  is  increasingly 
likely  to  be  comfortable  with 
a screen-based  relationship 
with  his  intermediary. 

Who  win  provide  the  trad- 
ing mechanism?  Recent 
experience  in  Germany  and 
France  shows  that 
exchanges  focused  on  small 
caps  can  be  successful. 
Again,  it  might  be  possible 
to  develop  a regional  small 
cap  exchange  with  web- 
based  distribution.  The  chal- 
lenge for  traditional  stock 
exchanges  is  to  work  out 
bow  they  fit  into  what  might 
look,  today,  like  a fanciful 
idea,  but  could  come  to  frui- 
tion remarkably  quickly. 

The  last  few  years  have 
seen  enormous  changes  in 
the  way  in  which  exchanges 
operate.  There  is  no  reason 
to  think  that  the  pace  of 
change  is  about  to  slow. 

Stephen  Kingsley  is  head  of  Ompem 
Ffnandal  Sennas  Industry  practice  at 
Arthur  Andersen. 


TURKEY  by  Leyla  Boulton  in  Ankara 
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Capetown  (right)  and  other  regions  are  attracting  interest  Roman  Herzog,  the  German  president  (left}  visited  the  Mercedes  Benz  plant  In  East  London  tast  year.  Thabo  Mbekl  (centre)  is  expected  to  become  president  In  June 
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>jec  Erwin,  South  Africa’s 
workaholic  minister  of  trade 
and  industry,  is  a notorious 
optimist  in  the  face  of  the 
grimmest  news.  But  even  be 
admits  that  the  country's 
economic  prospects  have 
been  hit  by  falling  commod- 
ity prices  and  international 
suspicion  of  once-favoured 
emerging  markets  in  Asia, 
Latin  America  and  Africa. 

Taking  into  account  the 
problems  in  world  markets 
and  world  commodity  prices, 
which  are  going  to  alter  the 
timing  of  a number  of  invest- 
ment decisions,  1 think  we're 
still  going  pretty  well,'1  says 
Mr  Erwin,  whose  responsibil- 
ities include  the  promotion 
of  foreign  direct  investment. 

“We're  unfolding  and 
rolling  out  a fairly  good  bas- 
eload of  investments,1’  he 
says.  “What  we  need  in  the 
domestic  market  Is  to  con- 
tinue to  try  and  bring 
-domestic  interest  rates  down 
so  we  can  get  the  classic 
kind  of  multiplier  and  accel- 
erator effect  from  a rising 
growth  rate." 

Last  year's  crisis  in  emerg- 
ing markets  briefly  pushed 
the  rand,  the  South  African, 
currency,  down  to  a record- 
low,  forced  up  interest  rates 
to  more  than  25  per  cent, 
and  transformed  an  expected 
economic  growth  rate  of 
around  3 per  cent  into  a 
recession.  


Battle  to  keep  investment  flowing 

In  spite  of  concerns  over  world  markets  and  crime,  there  is  optimism,  reports  Victor  Mallet 


But  the  government's  pru- 
dent fiscal  policies  - which 
are  likely  to  be  implemented 
by  the  ruling  African 
National  Congress  with  as 
much  determination  after 
the  June  2 general  election 
as  they  were  before  it  - have 
left  South  African  econo- 
mists optimistic  about  a 
revival  of  economic  growth 
in  the  new  millennium 
Potential  foreign  investors 
are  also  encouraged  by  signs 
of  a renewed  enthusiasm  for 
privatisation.  Most  of  the 
state's  commercial  forests, 
as  well  as  stakes  in  South 
African  Airways  and  other 
parts  of  the  country's  trans- 
port and  communications 
networks,  will  be  offered  to 
foreign  bidders  in  the  com- 
ing months. . 

. Another  source  of  foreign 
investment-  will  be  the  gov- 
ernment's plan  to  procure 
-RSObn  of  military  equipment 
to  modernise  its  armed 
forces.  Preferred  suppliers 
have  already  been  named, 
and  - under  an  ambitious 
“offset"  programme  - they 
are  expected  to  provide  some 


in  both  military  and  civilian 
industries.  ' 

Not  all  investors  need 
such  special  programmes. 
WlLb  both  tbe  rand  and 
equity  values  depressed, 
some  foreign  companies 
have  been  unable  to  resist 
buying  South  African  assets 
at  bargain  prices. 

Petronas,  the  Malaysian 
state  oil  company,  has 
bought  full  control  of  Engen, 
the  biggest  South  African 
fuel  retailer  which  also  has 
exploration  Interests.  And 
Placer  Dome  of  Canada  has 
become  the  first  North 
American  group  to  make  a 
significant  investment  in  the 
South  African  gold  industry 
since  the  second  world  war. 
buying  half  of  the  Western 
Areas  mine  in  a deal  valued 
at  up  to  S344m. 

Figures  compiled  by  Busi- 
nessMap,  the  Johannesburg- 
based  consultancy,  show  a 
mixed  picture.  Foreign  direct 
investment  held  up  well  in  a 
difficult  1998.  rising  to 
Rl7.2bn  from  Rl5.8bn  the 
previous  year  (but  falling 
slightly  in  dollar  terms). 


R26bn  of  inward  investment  _ However,  most  of  the  deals 


were  mergers  and  acquisi- 
tions or  expansions  of  exist- 
ing plants.  Investment  in 
new  facilities  declined  to 
Rl.4bn  from  R3.8bn.  while 
announcements  of  intended 
investments  fell  to  a mini- 
mal R30m  from  R415m. 

“There  has  been  very  little 
greeufields  stuff."  says 
Jenny  Cargill,  head  of  Busi- 
nessMap.  “Bringing  In  the 
brand  new  investment  is 
actually  quite  tough.“ 

Investors  remain  wary, 
however,  for  a variety  of  rea- 
sons, some  of  them  beyond 
South  Africa's  control.  Mr 
Erwin  Insists  tbat  South 
Africa  is  Ideally  placed  on 
global  shipping  routes.  Some 
companies  - including  Ger- 
many’s BMW  - do  source 
some  products  from  South 
Africa  for  the  global  market. 

But  the  South  African 
domestic  market,  even  when 
added  to  the  other  markets 
of  southern  Africa,  remains 
relatively  small  and  rela- 
tively poor.  Nor  does  it  help 
that  wars  and  economic 
disasters  are  proliferating 
across  the  continent  just  as 
Soutb  Africa  wants  to  trum- 
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3 If  travelling  is  50%  of  your  job, 
why  not  make  it  100%  enjoyable? 
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Frequent  travellers  have  a right  to  demand  maximum  comfort  And  whoever  flies  from  Vienna  to  Johannesburg 
Cape  Town  or  Harare  can  experience  this  comfort  in  Austrian  Airlines'  Grand  Class.  Sit  back  in  comfortable 
sleeper  seats  and  let  our  on-board  service  spoil  you  with  exquisite  menus  prepared  by  award  winning  chefs  and 
selected  wines.  So  that  even  the  longest  business  trip  is  100%  enjoyable. 


AUSTRIAN  AIRLINES  » 


The  Most  Friendly  Airline. 


pet  its  role  as  an  investment 
base  for  mining,  industrial 
and  financial  services  com- 
panies keen  to  expand  in 
Africa. 

Mr  Erwin  emphasises  that 
the  east  African  states  with 
close  ties  to  Soutb  Africa, 
including  Mozambique. 
Malawi,  and  Tanzania,  are 
still  doing  well,  but  he 
admits  that  renewal  of  war 
in  Angola  and  tbe  troubles 
in  Zimbabwe  are  causing 
problems.  “Angola  is  a major 
setback  because  of  its 
wealth.  So  many  investors, 
when  they  thought  of  Africa, 
thought  of  Angola.” 

Other  obstacles  to  Invest- 
ment are  the  responsibility 
of  South  Africa  itself.  In 
spite  of  some  half-hearted 
government  attempts  last 
year  to  play  down  the  Issue 
of  crime,  it  is  now  clear  that 
murders  and  car  hijackings 
- and  bombings  blamed  on 
Islamic  Fundamentalists  in 
Cape  Town  - are  among  the 
biggest  deterrents  for  poten- 
tial foreign  investors,  espe- 
cially if  they  need  to  bring  in 
expatriate  managers. 

. _The  seriousness  _of  the- 


problem  was  highlighted  in 
February  when  Kwon  Yong- 
koo,  who  headed  the  South 
African  operations  of  Dae- 
woo. the  Soutb  Korean  con- 
glomerate. was  found  shot 
dead  in  his  car  in  the  north- 
ern suburbs  of  Johannes- 
burg in  what  appeared  to 
have  been  a bungled  hijack- 
ing attempt 

“The  one  thing  people  ask 
us  about  is  crime,”  says 
Roger  Dunn,  senior  analyst 
at  Control  Risks,  the  Lon- 
don-based risk  management 
group.  “Stability  of  govern- 
ment - you’ve  got  that. 
What  they  don't  have  is  a 
policy  in  place  that  seems 
willing  or  able  to  tackle  the 
law  and  order  problem.” 

Crime,  together  with  tbe 
depressed  economic  climate, 
contributes  to  the  emigra- 
tion of  white  South  Africans 
- especially  those  with  com- 
puter skills  - which  in  turn 
contributes  to  another  head- 
ache for  investors,  a short- 
age of  qualified  staff. 

“I  guess  the  biggest  con- 
straint is  staff,”  says  John 
Drlnkwater,  regional  direc- 


Africa  for  Xerox.  “There  is  a 
dearth  of  suitably  qualified 
staff  with  a systems  back- 
ground." 

The  shortage  of  skilled 
black  personnel  dates  back 
to  the  apartheid  era,  which 
ended  with  the  country's 
first  democratic  election  five 
years  ago. 

Xerox  - the  company  dis- 
invested  because  of  anti- 
apartheid pressure  at  home 
in  the  US  in  1989  and  rein- 
vested in  1997  - has  set  up  a 
training  programme  for  tech- 
nical and  sales  staff  and 
adopted  a school  in  the  black 
township  of  Tbembtsa. 

South  Africa,  says  Mr 
Drinkwater.  “is  a sophisti- 
cated market  in  tbe  sense 
that  we  offer  everything  we 
would  in  Belgium."  He  adds: 
"Our  mood  Is  basically  very 
positive.  We  think  we’re  get- 
ting a decent  return  having 
reinvested.” 

Among  other  concerns  for 
investors  is  the  spate  of  new, 
labour-friendly  laws  Intro- 
duced by  tbe  government  - 
which  critics  say  are  more 
appropriate  for  advanced 
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a developing  economy  such 
as  South  Africa’s. 

There  is  also  uncertainty 
over  the  incentives  or 
“sweeteners"  offered  for 
investment  following  the 
withdrawal  in  this  year’s 
budget  of  a tax  holiday  sys- 
tem after  only  three  years  in 
force.  (“We'd  rather  move  to 
lowering  the  corporate  tax 
rate  than  have  a prolifera- 
tion of  tax  holidays.”  says 
Mr  Erwin.) 

Perhaps  tbe  biggest  boost 
for  foreign  investment  would 
be  a signal  from  South 
Africa's  own  corporations, 
which  are  investing  only 
just  enough  to  keep  their 
businesses  ticking  over,  that 
they  themselves  have  faith 
in  the  economy's  long-term 
success. 

“Businesses  haven’t  made 
the  decision  yet  to  commit 
themselves  on  a longer-term 
basis  - even  local  busi- 
nesses," says  Herman  van 
Papendorp,  chief  economist 
at  BOE  Securities. 

To  keep  foreign  invest- 
ment flowing  into  South 
Africa,  in  short,  is  going  to 
be  struggle  unless  the  wars 
in  the  rest  of  Africa  subside 
and  the  Pretoria  government 
starts  to  bring  violent  crime 
under  control.  And  it  will  be 
a challenge  in  any  event 
until  commodity  prices  start 
to  rise  and  the  economy 
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The  unbundling  of  the  JCI  gtoiip'fthr created  -two  new  gold 
businesses,  (wdtvidf  a ^distinctive  prbfi.fe'bur  both  equipped 
to  prosper  in  tbe  profoundly  changed  markets  of  die  new 
millennium. 

Western  Areas  faas  che  potential  to  build  itself  into  one  of  the 
great  global  gold  mining  companies.  Its  strategy  is  simple:  it 
will  use  its  existing,  orebody  - generally  acknowledged  as  one 
of  die  finestdn  the  world  - as  the  foundation  for  carefully 
considered  growth,  firstly  bn  lease  and  then  through  the 
acquisition  of  assets  of  comparable  quality  elsewhere. 

Ran dfon rein  Estates  is  a large- volume,  high-leverage  operation. 
Its  strategy  is  to  use  its  specialised  mining  and  processing 
skills,  its  highly  efficient  infrastructure  and  the  proximity  of 
abundant  resources  to  consolidate  its  regional  dominance. 

Both  strategies  are  designed  not  only  to  unlock  the  foil  value 
of  these  companies  physical  assets,  but  also  the  porencial  of 
their  human  resources,  thus  improving  margins  by  using 
enhanced  productivity  to  reduce,  the  cost  of  production.  And 
both,  of  course,  have  a single,  overriding  objective:  sustaining 
the  delivery  of  steadily  improving  returns  to  their  shareholders. 


anon  die  Jmamr  Rdrim  Direct**,  ukpJuae  (27+U)  3734 II « 373-3070,  Enmfc  {ZMII  W4-57fo,wiatt:i 


The0*w//flyer  Group 


ECONOMY  by  Greta  Steyn 


Unable  to  head  off  the  crisis 
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The  country  is  still  counting  the  cost  of 
last  year’s  rand  crisis  and  there  is  little 
prospect  of  improvement  this  year 

The  South  African  Reserve  response  in  the  second  quar- 
Bank  (SARB)  has  come  ter  of  last  year  had  aggra- 
under  fire  for  its  handling  of  rated  the  currency  crisis. 


last  year’s  currency  crisis, 
which  saw  the  country  fell 
into  recession  as  interest 
rates  soared  to  record  high 
levels. 

South  Africa  is  still  count- 
ing the  cost  of  last  year’s 
attack  on  the  rand,  in  which 
the  currency  lost  about  30 
per  cent  of  Its  value.  The 
assault  on  the  rand  sent 
prime  overdraft  rates  to  a 
peak  of  25.5  per  cent  from 
1&25  per  cent  before  the  cri- 
sis struck,  and  left  the  coun- 
try with  virtually  zero  eco- 
nomic growth  and  little 
prospect  of  a significant 
improvement  this  year. 

The  central  bank  tried  in 
vain  to  head  off  the  eco- 
nomic crisis  by  intervening 
extensively  in  the  spot  and 
the  forward  currency  mar- 
kets. However,  the  market 
took  a dim  view  of  the  inter- 
vention, as  the  central  bank 
did  not  have  the  foreign 
exchange  reserves  to  sustain 
it.  There  was  also  criticism 
of  the  confusing  signals  the 
SARB  initially  sent  out 
about  interest  rates,  and  the 
subsequent  move  to  raise 
rates  to  record  levels. 

"It  is  clear  from  the 
SARB's  policy  actions  in  the 
past  year  that  there  was  a 
considerable  degree  of  policy 
confusion  that  settled  down 
only  recently  as  the  SARB 
came  to  grips  with  the  real- 
ity of  the  situation."  says 
Jac  Laubscher,  an  economist 
at  Gensec  Asset  Manage- 
ment. He  says  the  SARB's 
“inappropriate"  policy 


With  criticism  of  the  felled 
intervention  still  ringing  in 
his  ears,  Chris  Stals.  the  gov- 
ernor of  the  SARB,  told  the 
markets  in  August  last  year 
that  there  would  be  no  fur- 
ther intervention  in  the  cur- 
rency markets.  Not  only 
would  there  be  no  further 
massive  buying  of  rands 
when  the  currency  was 
under  pressure,  but  there 
would  also  not  be  buying  of 
dollars  when  there  were  for- 
eign exchange  inflows  into 
the  market 

This  was  a crucially 
Important  policy  statement 
which  suggested  an  impor- 
tant break  from  the  past  It 
was  previously  the  central 
bank's  policy  to  buy  surplus 
dollars  to  build  up  reserves 
to  be  used  when  the  rand 
came  under  severe  pressure. 
The  fact  that  the  central 

bank  was  an  eager  buyer  of 
dollars  suggested  that  the 
rand  was  on  a one-way  street 
downwards. 

As  Mr  State  put  it  “For 
good  reason,  the  Reserve 
Bank  in  the  past  was  quick 
to  absorb  any  oversupply  of 
foreign  exchange  in  times  of 
balance  of  payments  surplus, 
but  reluctant  to  sell  foreign 
exchange  in  times  of  deficit. 
The  exchange  rate  of  the 
rand  therefore  seldom  appre- 
ciated. and  often  depreciated 
quite  sharply.'’ 

He  said  the  policy  effec- 
tively never  allowed  for 
appreciation  of  the  rand,  and 
could  no  longer  be  defended 
in  a world  of  volatile  capital 


Aircraft  purchases  have  boosted  Imports 
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movements  and  widely  fluc- 
tuating exchange  rates. 

“Under  current  conditions 
of  financial  globalisation 
this  policy  obviously  pro- 
vides an  open  Invitation  to 
currency  speculators  who 
are  offered  a one-way  bet  in 
the  South  African  market. 
Like  all  other  prices,  the 
exchange  rate  of  the  rand 
must  be  allowed  at  times  to 
decline,  and  at  other  times 
to  rise,"  said  Mr  State. 

No  one  believed  Mr  State 
when  he  made  the 
announcement,  but  six 
months  later,  the  central 
bank  is  still  absent  from  the 
currency  market  The  rand 
has  been  allowed  to  find  its 
own  level,  which  has 
resulted  in  increased  volatfl- 
ity. 

Gen  sec’s  Mr  Laubscher 
says  he  believed  there  was 
“a  new  soberness"  in  mone- 
tary policy,  as  the  SARB  had 
realised  two  things:  first  the 
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central  bank  could  not  man- 
age the  currency  through 
exchange  rate  intervention, 
and  second,  it  was  pointless 
to  try  to  protect  the  cur- 
rency with  high  interest 
rates. 

The  SARB's  withdrawal 
has  resulted  in  the  markets 
virtually  ignoring  the 
monthly  data  for  foreign 
exchange  reserves  - which 
had  previously  been  a big 
market  mover.  However, 
analysts  believe  concerns 
will  re-emerge  as  the  effects 
of  test  year’s  big  interven- 
tion will  have  to  be  tackled. 

As  part  of  the  SARB's 
intervention,  the  central 
bank  ran  up  a huge  exposure 
in  the  forward  cover  market. 
Unlike  a private  bank,  the 
central  bank  does  not  have 
to  ensure  that  its  forward 
foreign  exchange  liabilities 
are  covered  by  foreign 
assets.  The  SARB's  net  open 
foreign  exchange  position  is 


very  big  - about  $24bn  - and 
is  unlikely  to  come  down 
substantially  while  the  cen- 
tral bank  refrains  from  buy- 
ing dollars. 

The  large  uncovered  for- 
ward position  is  a blight  on 
the  otherwise  rosy  outlook 
for  portfolio  flows  into  South 
Africa  this  year.  Deutsche 
Morgan  Grenfell  economist 
Gordon  Smith  says  the  pace 
of  interest  rate  declines  this 
year  could  he  tempered  by 
the  SARB’s  progress  in 
unwinding  the  forward  posi- 
tion. But  he  nevertheless 
believes  South  Africa  will 
benefit  disproportionately 
from  restoration  of  capital 
flows  to  emerging  markets 
given,  the  quality  of  the 
country’s  banking  sector. 

South  Africa  relies  heavily 
on  portfolio  Inflows  to 
finance  Its  current  account 
deficit  which  has  been  sur- 
prisingly large  given  the  eco- 
nomic slowdown.  Usually, 
South  Africa's  current 
account  improves  if  the 
economy  sinks  into  reces- 
sion, but  this  time  the  com-  ) 


Bruce  Donald  says  South 
Africa’s  debt  refinancing 
obligations  are  relatively 
rtniaTT  compared  with  other 
emerging  markets,  but  its 
balance  of  payments  situa- 
tion is  nevertheless  problem- 
atic: “Low  reserves,  a com- 
mitment to  unwinding  the 
forward  book,  and  removing 
remaining  exchange  con- 
trols; no  promise  of  any 
major  improvement  in  its 
terms  of  trade  in  the  short  to 
medium  term:  and  a current 
account  deficit  (albeit  a 
srpaii  one.)" 

Balance  of  payments  con- 
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cems  have  overshadowed 
optimism  on  other  fronts  - 
the  expected  sharp  fall  in  the 
headline  inflation  rate  to 
below  4 per  cent  this  year. 
and  finance  minister  Trevor 
Manuel's  confidence- boost- 


ing budget.  Mr  Manuel 
announced  a cut  in  the  car- 
. porate  tax  rate  to  30  per  cart 
from  35  per  cent,  and  a fur- 
ther reduction  in  the  budget 
deficit,  to  3L5  per  cent  of  GDP 
from  3.7  per  cent 


FINANCIAL  MARKETS  by  Greta  Steyn 


Exchange  to  stock 
paperless  system 


boosted  by  the  extension  of  country  became  a democracy 


telecommunications  infra- 
structure to  previously 
under-serviced  areas,  as  well 
as  to  purchases  of  aero- 
planes by  tbe  state-owned 
South  African  Airways. 

At  an  estimated  2 per  cent 
of  GDP  test  year,  the  current 
account  deficit  is  not  large 
compared  with  other  emerg- 
ing markets,  but  it  is  never- 
theless important  because  of 
the  scarcity  of  foreign  capi- 
tal. 

Merrill  Lynch  economist 
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In  Africa,  we  have  the  knowledge 
to  make  your  business  grow 


Standard  Bank  is  one  of  the  leading 
banking  and  financial  services  groups  in 
sub-Saharan  Africa.  We  know  and 
understand  the  region  and  are  committed 
to  its  future. 

Our  specialist  knowledge  and  ‘on  the 
ground’  presence  is  an  advantage  that's 
hard  to  match.  Along  with  an  expanding 
international  network,  we  offer  innovative 
business  finance  and  local  expertise  — 
helping  to  develop  your  ambitions.  You 
can  grow  with  us. 

• Treasury  and  Forex  Services 

• Project  Finance  and  Advisory  Services 

• Corporate  Finance 


Resource  Banking  - mining,  base  and 
precious  metals 
Trade  Finance 

Forfaiting  and  Syndicated  Loans 

Internationa]  Banking  Services 

African  Equities 

Capital  Markets 

Tax  based  Structured  Finance 


Standard  Bank 
London 


A member  of  the  Standard  Bank  Group  of  South  Africa 

We  share  your  ambitions 
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five  years  ago,  are  set  to 
undergo  further  reforms. 

The  stock  and  bond 
exchanges  have  had  to  catch 
up  with  international  stan- 
dards after  years  of  isola- 
tion, and  while  there  has 
already  been  significant 
change,  much  remains  to  be 
done  to  enhance  efficiency 
and  competitiveness. 

One  of  the  most  important 
projects  in  the  pipeline  is  the 
creation  of  a “paperless” 
Johannesburg  stock 
exchange  (JSE).  The  project 
starts  in  July  this  year  and 
is  expected  to  be  completed 
by  2002. 

The  phased  introduction  of 
a new  electronic  settlement 
system,  known  as  Strata  (an 
acronym  for  “share  transac- 
tions totally  electronic"), 
will  remove  the  need  to  use 
share  certificates  for  the 
transfer  of  ownership,  and 
cheques  for  payment. 

The  JSE  already  trades 
electronically,  but  settle- 
ment of  transactions 
remains  paper  driven  - 
creating  something  of  a 
nightmare  for  brokers’ 
bade  offices  buckling  under 
the  strain  of  surging  vol- 
umes. 

Tbe  risk  that  JSE  trades 
might  not  be  settled  on  time 
has  been  a blot  on  South 
Africa's  copybook.  In  terms 
of  settlement  risk,  the  coun- 
try is  ranked  towards  the 
bottom  of  20  emerging  mar- 
kets surveyed  by  GSCS 
Benchmarks,  a London 
based  company  that  speci- 
alises in  analysing  interna- 
tional securities  markets. 

According  to  the  GSCS 
report,  the  South  African 
market's  relatively  weak  set- 
tlement infrastructure  could 
not  cope  with  the  surge  in 
trading  volumes.  This  is  con- 
firmed by  JSE  figures,  which 
show  an  average  of  45  per 
cent  of  trades  on  the  JSE  fail 
to  settle  on  time. 

Tbe  value  of  shares  traded 
on  the  JSE  rose  almost  80 
per  cent  in  1997  and  then  a 
further  55  per  cent  last  year, 
and  is  expected  to  continue 
expanding  at  a cracking 
pace. 

The  sheer  scale  of  the 
paper-driven  trade  taking 
place  underlines  the  need  for 
a new  system,  as  does  the 
heightened  competition 
between  emerging  markets, 
India  is  an  example  of  an 
emerging  market  which 
boosted  its  image  with  the 
implementation  of  electronic 
settlement  last  year. 

JSE  president  Russell 
Loubser  says  St  rate  will  give 
South  Africa  "a  totally  seam- 
less trading,  clearing  and 


class”. 

Monica  Singer,  Strata  gen- 
eral manager,  says  a pilot 
phase  will  begin  In  July, 
when  three  companies  will 
be  placed  on  the  system. 

Although  she  hopes  more 
companies  will  form  part  of 
the  project  before  the  end  of 
this  year,  the  millennium 
computer  bug  has  put  paid 
to  plans  to  include  illiquid 
shares  on  the  system  this 
year.  Shares  with  low  turn- 
over will  only  be  put  on  the 
system  from  March  next 
year. 

Further  reform  in  the  pipe- 
line includes  the  creation  of 
a “super  exchange”  - the 
merger  of  the  JSE,  the  bond 
exchange  and  the  SA 
Futures  Exchange  (Safex) 
Into  one  organisation  gov- 

Current  account  balance 
AnmMtt'ctage 


ency  of  a weekly  auction  sys- 
tem. 

Tim  Mars  land,  head  of 
fixed  income  trading  at  ABN 
Amro  In  Johannesburg,  says 
the  appointment  of  private 
hanks  as  primary  dealers  in 
government  stock  has  made 
the  SA  bond  market  deeper 
and  easier  to  trade. 

“Tbe  market  did  well  in 
last  year’s  stress  test,  when 
emerging  markets  were 
under  pressure.  The  system 
is  also  more  transparent,  as 
the  Reserve  Bank  is  no  lon- 
ger confusing  matters  in  tbe 
bond  market" 

Economists  applauded  the 
decision  to  end  the  practice 
of  the  South  African  .Reserve  > 
Bank  (SARB)  making  a mar-  * 
ket  in  government  bonds, 
as  the  SARB's  activities  in 
the  markets  sometimes  cre- 
ated a conflict  between  man- 
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erned  by  a single  board. 
Loubser,  who  has  been  the 
driving  force  behind  the 
merger,  believes  the  creation 
of  one  big  exchange  will 
enhance  efficiency,  security, 
transparency  and  cost-effec- 
tiveness. 

However,  the  millennium 
bug  is  standing  in  the  way  of 
rapid  progress.  The  integra- 
tion of  the  three  exchanges' 
trading  systems  is  expected 
to  be  difficult,  and  may  not 
take  place  until  some  time 
next  year. 

The  bond  exchange  is  still 
developing  an  automated 
trading  system,  which  it 
expects  to  implement  before 
the  end  of  the  year.  At  the 
moment,  prices  are  adver- 
tised on  Reuter  screens  and 
trading  is  telephone-based. 

The  introduction  of  auto- 
mated trading  is  tbe  latest  in 
a range  of  bond  market 
reforms,  of  which  the  biggest 
was  the  introduction  of  pri- 
mary dealers  last  year. 

The  government  has 
appointed  ll  banks  - six 
international  and  five  local  - 
to  tender  for  its  bonds  at  a 
weekly  auction  and  make  a 
market  in  them.  Previously, 
the  central  bank  was  tbe 
market  maker  and  the  plac- 
ing of  stock  was  done  pri- 
vately, without  the  transpar- 
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etary  and  fiscal  policy  objec- 
tives. 

Sometimes  the  SARB 
needed  to  sell  stock  to  drain 
cash  out  of  the  money  maj^ 
ket,  and  the  sales  of  th^P 
bonds  would  add  to  the  gov- 
ernment's interest  bill.  In 
meeting  its  monetary  policy 
Objectives,  the  central  hank 
was  thwarting  a fiscal  policy 
objective  - namely,  to  keep  a 
lid  on  the  interest  bUL  Gov- 
ernment spending  on  inter- 
est accounts  for  about  a fifth 
of  total  spending. 

Now  if  the  central  hank 
wants  to  take  cash  out  of  the 
money  market,  it  sells  it 
own  debentures,  and  it  foots 
the  interest  bill  itself.  The 
issuing  of  SARB  debentures 
formed  part  of  an  major 
overhaul  of  the  monetary 
policy  system  which  saw  the 
introduction  of  a mechanism 
for  accommodating  the 
banks’  cash  needs. 

Banks  now  take  part  in  a 
daily  securities  repurchase 
agreement  tender.  The  rate 
at  which  the  banks  obtain 
cash  is  determined  as  a 
result  of  the  bidding  process 
and  is  flexible. 

The  previous  system,  in 
which  the  central  bank  fixed 
the  accommodation  rate, 
was  less  flexible  and  much 
less  market  friendly. 
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INTERNATIONAL  PROPERTY  & INVESTMENTS 

Creating  investment  opportunities  between 
Europe  - USA  - Southern  Africa  - Far  East 

By  utilising  international  finance 
and  optimising  exchange  against 
European  and  US  currency,  we  target 
areas  of  high  investment  potential  in 
real  estate  & property  development. 

At  present  we  are  dealing  with  Joint  Venture  / 
turn  key  operations  involving  mid  to  large 
scale  development  projects 

Full  information  please  contact  Mr.  W.  Weinman 
Tel:  (UK)  0181  881  8630  Fax:  0181 482  7057 
Email:  realxcape@aol.com  Mob:  0958  555  2L2 
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FOREIGN  ^VESTMEWT  bV  Caroline  Southey 

Investors 
seek  more 
incentives 

Foreign  groups  are  picking  up  local 
companies  ‘dirt  cheap’  but  little  is  being 
done  to  boost  productive  capacity 

Many  foreign  investors  to  tip  the  scales  in  favour  of 
appear  to  be  ignoring  the  direct  investment." 
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hair-raising  tales  of  dally  car 
hijackings  and  murder  in 
Gauteng  Province,  the 


But  analysts  warn  that 
South  Africa's  reliance  on 
mergers  and  acquisitions  to 
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Johannesburg-centred  mdus-  attract  foreign  capital  car- 
ta®1 powerhouse  of  South  ries  inherent  risks.  The 


Africa;  latest  figures  show 
that  foreign  direct  invest- 
ment rose  by  9 per  cent  in 


country's  inability  to  excite 
interest  in  other  areas  is 
reflected  in  at  least  two  wor- 
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nominal  rand  terms  m 1998  rying  trends;  a sharp  drop  in 
to  R17JbQ  from  Rl5£bn  in  green  field  investment,  from 
1997,  according  to  Business-  R3jSbn  in  1997  to  Ri  4bn  in 
Map,  a company  specialising  1996.  and  a dramatic  fail  in 


in  investment  advice. 


projected  investments  for 


The  bulk  of  this  invest-  this  year, 
ment  was  made  through  “We  are  still  seeing  too 
mergers  and  acquisitions  much  speculative  invest- 
which  rose  from  Rlibn  in  ment  and  not  enough  invest- 
1997  to  R14.7bn  last  year,  ment  in  productive  capacity. 
Sectors  which  attracted  the  Something  has  to  be  done  to 


most  interest  included 
energy  and  oil,  mining,  con- 
struction and  the  motor  and 
components  industry. 


reverse  this  trend,"  says  one 
business  executive. 

Ms  Cargill  warns  that 
attracting  foreign  invest- 


Among  the  biggest  single  ment  capital  remains  a “a 
Investments  were  the  pur-  hard  nut  to  crack.  Investors 
chase  by  Petronas.  the  still  approach  South  Africa 
Malaysian  state  oil  group,  of  with  a wary  eye,  particularly 
South  Africa's  Engen;  the  against  the  backdrop  of 
acquisition  by  Lafarge,  the  increasing  political  conflict 
French  building  materials  on  the  continent", 
company,  of  Blue  Circle  Foreign  investors  also 
cement  and  Canadian  min-  point  to  problems  in  South 
ing  group  Placer  Dome's  pur-  Africa  itself  They  include: 
chase  of  a 50  per  cent  stake  • The  sluggish  pace  of 
in  the  Western  Areas  gold  investment  by  domestic  corn- 


mine. 

These  deals  have  re- 


panies,  cited  as  a big  disin- 
centive to  foreigners  explor- 


arranged  the  pecking  order  ing  opportunities  in  the 
of  the  top  foreign  investors,  country. 


The  Petronas  deal  propelled 
Malaysia  into  the  top  slot 


Insufficient  sweeteners. 
The  absence  of  a coherent 


The  UK,  Italy  and  Germany  Investment  strategy  from 
followed,  relegating  the  US  government. 


to  fifth  place  Cram  pole  posi 
tion  last  year. 

One  reason  for  the  contin 


• A shortage  of  local  skills, 

• High  transaction  costs 
and  burdensome  bureau- 


ued  foreign  interest  is  the  cracy. 
fall  in  the  value  of  the  rand.  • Complicated  industrial 
"Foreign  groups  are  picking  relations,  compounded  by 
up  local  companies  dirt  tough  new  labour  laws, 
cheap,"  says  Jenny  Cargill,  • The  high  crime  rale, 
chief  executive  of  Business-  One  businessman  points  out 
Map.  "The  devaluation  that  "foreign  investment 
appears  to  have  oCTered  a always  follows  local  invest- 
sufficient  discount  on  the  ment  A bullish  climate  in 
price  of  South  African  assets  any  country  is  always  pre- 


cipitated by  local  capital. 
But  the  confidence  is  miss- 
ing in  the  local  market." 

The  sluggishness  In  local 
investment  is  being  attri- 
buted partly  to  a downturn 
in  economic  activity.  How- 
ever. there  is  a growing  sen- 
timent that  government  is 
failing  to  provide  sufficient 
investment  incentives  for 
both  local  and  foreign  capi- 
tal. 

Harold  Kutner,  vice-presi- 
dent of  General  Motors, 
argues  that  South  Africa  has 
to  offer  competitive  tax 
incentives  if  it  is  serious 
about  attracting  foreign 
investment  "There  has  to  be 
a way  to  encourage  busi- 
nesses to  come  here.  Govern- 
ments all  over  the  world  are 
doing  it  South  Africa  cannot 
afford  not  to  do  the  same." 

But  government  incentives 
policy  appears  to  be  in  some 
disarray.  Last  month  Trevor 
Manuel,  finance  minister, 
announced  that  tax  holidays, 
introduced  in  1995,  would  be 
abolished  this  September. 
The  unstated  message  was 
that  any  losses  would  be  off- 
set by  an  immediate  five  per- 
centage point  cut  in  corpo- 
rate tax. 

“The  question  is  whether 
Manuel's  strategy  indicates 
a change  of  policy,”  says  Ms 
Cargill.  "This  might  not  be  a 
bad  thing  In  itself  but  there 
appears  to  be  some  confu- 
sion about  where  govern- 
ment is  headed.” 

Jos  Gerson,  chief  econo- 
mist for  Merrill  Lynch  South 
Africa,  believes  Mr  Manuel 
has  taken  the  right  step. 
“It's  much  better  to  let  the 
market  do  its  own  thing. 
Where  government  can  act 
is  to  keep  working  on  gen- 


eral incentives,  including 
further  cuts  in  corporate  tax, 
creating  a more  flexible 
labour  market  and  pressing 
ahead  with  privatisation." 

Industrialists  such  as 
Christoph  KOpke  the  South 
African  bead  of  car  manufac- 
turer Mercedes  Benz,  argue 
that  incentives  are  a bit  of  a 
red  herring-.  "You  only  need 
incentives  if  the  mindset  is 
not  right  What  South  Africa 
needs  is  for  the  political  mir- 
acle of  the  last  five  years  to 
be  matched  by  an  economic 
miracle." 

For  that  to  happen,  says 
Ms  Cargill,  the  government 
needs  to  "bring  the  private 
sector  to  the  table  to  thrash 
out  a sensible  investment 
policy".  She  argues  that  the 
apartheid-era  rift  between 
the  ANC  and  business  has 
never  been  healed. 

That  view  is  echoed  by  a 
large  number  of  local  and 
foreign  businessmen.  “The 
relationship  between  capital 
and  government  is  poor  to 
non-existent.  As  a result,  it 
is  virtually  Impossible  for 
differences  to  be  thrashed 
out  behind  closed  doors.  And 
that  means  the  gap  is  never 
□arrowed,"  says  one  foreign 
investor. 

Despite  the  difficulties, 
South  Africa  remains  an 
important  Investment  loca- 
tion for  companies  seeking 
to  exploit  markets  further 
north,  he  says.  "The  down- 
stream potential  in  sub-Sa- 
haran Africa  is  huge.  Com- 
panies can  position 
themselves  in  South  Africa, 
which  has  good  infrastruc- 
ture and  a sophisticated 
financial  services  sector  in 
preparation  for  markets 
opening  up  further  north." 
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Pwiriptinn  in  US$ijhi  IFC  tod 
ftdfity  for  die  exjum*®" 
programme  ir  die  Syami 
operation,  mdnding  proviaon  of 
gold  hedging  faaftie*. 


John  nranger  of  USSyjn  Gmimd 
itixun  prfjecT  financing  for  die 
deveioproenr  of  die  Tartwa  gold 
mine.  The  fadliry  « is  syndicated 
ra  a group  of  iiuernicioiial  banka. 


Co-arranger  of  USSrTom 
revolving  credit  facility  for 
general  corporate  purposes  and 
die  derdopmetn  of  die  Gena 
project  in  Tanzania. 


PRIVATISATION  by  Bernard  Simon 


Government’s  actions 
speak  louder  than  words 


Selling  off  state  assets  does  not  win  votes 
in  South  Africa  so  the  government  is 
underplaying  its  enthusiasm 


Anyone  seeking  clarity  on 
the  South  African  govern- 
ment's privatisation  policy 
would  be  well-advised  to  pay 
more  attention  to  its  deeds 
than  its  words. 

Leaders  of  the  ruling  Afri- 
can National  Congress  show 
little  enthusiasm  in  public 
for  selling  off  state  assets. 
They  recognise  it  is  an  issue 
that  will  gain  few  votes  in 
the  coining  election,  espe- 
cially from  the  ANC's  trade 
union  and  communist  allies. 
President  Mandela  made  no 
mention  at  all  of  privatisa- 
tion in  his  keynote  speech  at 
the  annual  opening  of  parlia- 
ment last  month. 

The  reality  on  the  ground 
however,  is  rather  different 
Stakes  in  numerous  parasta- 
tals  are  up  for  sale  and.  if 
anything,  the  pace  has  accel- 
erated in  recent  months.  A 
lengthening  list  of  local 
authorities  is  seeking  pri- 
vate-sector partners  to  help 
run  water,  sewage  and  other 
facilities.  Outsourcing  of  ser- 
vices is  increasingly  popular. 

One  foreign  executive 
involved  in  bids  for  public- 
private  partnerships 
describes  competition  among 
US  and  European  companies 
for  a slice  of  the  action  as 
fierce.  “It's  worse  than  a sec- 
ond-hand car  market,"  he 
says. 

The  scope  for  new  busi- 
ness appears  most  promising 
at  the  local  level,  where  out- 
siders can  provide  the  finan- 
cial resources,  technical 
expertise  and  management 
skills  that  hard-pressed 
municipalities  desperately 
need. 

Earlier  this  year,  a group 
of  municipalities  north  of 
Durban,  known  as  the  Dol- 
phin Coast,  signed  a pioneer- 
ing deal  with  a consortium 
led  by  France's  Saur  Interna- 
tional to  operate  their  water 
and  waste  treatment  system 
for  the  next  SO  years.  A simi- 
lar agreement  is  on  the 
verge  of  being  concluded 
between  UK-based  Biwater 


and  the  city  of  Nelspruit,  in 
Mpumalanga  province. 

A crucial  element  of  these 
deals  is  that  the  private  part- 
ners will  modernise  and 
expand  facilities,  as  well  as 
take  over  billing  and  reve- 
nue collection  - an  area 
where  many,  if  not  most, 
municipalities  are  strug- 
gling. 

Chippy  Olver,  deputy 
director-general  for  local 
government,  told  the  Finan- 
cial Mail  magazine  recently 
that  more  than  40  other  local 
authorities  are  moving  in 
the  same  direction,  expand- 
ing private  participation  to 
services  such  as  garbage  col- 
lection and  roads  and  parks 
maintenance. 

Johannesburg,  the  coun- 
try's biggest  city,  has  begun 
moving  in  that  direction 
since  the  recent  appointment 
of  Ketso  Gordhan  as  city 
manager,  Mr  Gordhan,  who 
previously  helped  spearhead 
the  national  transport 
department's  privatisation 
drive,  plans  to  bring  in  pri- 
vate companies  to  run  the 
municipal  airport  the  fresh 
produce  market,  the  civic 
theatre  and  the  municipal 
bus  service,  among  others. 

At  the  national  level  pri- 
vatisation has  been  slowed 
by  a combination  of  govern- 
ment indecision,  the  weak 
leadership  of  public  enter- 
prises minister  Stella  Sigcau, 
and  various  unforeseen 
obstacles,  such  as  land 
claims  and  bidders’  financial 
difficulties. 

One  example  of  such  inde- 
cision is  Aventura,  which 
operates  a chain  of  holiday 
resorts.  The  government 
picked  Kopano  ke  Matla, 
trade  union  federation  Cosa-  * 
tu's  Investment  arm.  as  the 
preferred  bidder  last  June. 
But  the  failure  of  one  of 
Kopano's  financial  backers 
to  come  up  with  payment 
has  held  up  the  R93m  deal 
and.  in  the  process,  deep- 
ened Aventura’s  financial 
and  management  difficulties.- 


Only  a handful  of  deals 
have  been  signed,  sealed  and 
delivered  over  the  past  four 
years.  They  include  the  dis- 
posal of:  SunAir.  a small  air- 
line; various  radio  stations 
previously  operated  by  the 
South  African  Broadcasting 
Corporation;  a 30  per  cent 
stake  in  Telkom,  the 
national  phone  company: 
and  a 20  per  cent  interest  in 
the  Airports  Company, 
which  operates  the  country’s 
main  airports.  But,  as  at  the 
local  level,  the  pace  appears 
to  be  picking  up,  with  the 
government  now  setting 
firm  timetables  for  some  of 
its  most  ambitious  disposals. 

It  plans  to  choose  a pre- 
ferred buyer  for  up  to  30  per 
cent  of  South  African  Air- 
ways by  June.  Final  bids  for 

inclusion  of 
a black 
empowerment 
partner  has 
become  a virtual 
necessity’ 


up  to  75  per  cent  of  332,000 
hectares  of  commercial  for- 
est run  by  SA  Forestry  Com- 
pany (Safcol)  and  the  depart- 
ment of  water  affairs  and 
forestry  must  be  submitted 
by  the  end  of  July.  In  each 
case,  several  foreign  compa- 
nies have  expressed  interest 

Other  assets  that  may  be 
put  on  the  block  within  the 
next  few  years  include  parts 
of  Transnet,  the  transport 
conglomerate;  parts  of 
Eskom,  the  power  generator 
and  distributor  and  the  Post 
Office.  The  latter  is  evaluat- 
ing bids  from  a number  of 
foreign  postal  services  to 
help  manage  an  extensive 
restructuring. 

Nevertheless,  foreign  com- 
panies bidding  for  privatisa- 
tion and  public-private  part- 
nership contracts  can  still 
expect  to  encounter  frustra- 
tions. They  will  have  to  deal 


with  both  (mostly  white! 
members  of  the  old  guard 
straggling  to  adapt  to  the 
new  South  Africa,  and 
(mostly  black)  newcomers 
struggling  to  grasp  the  com- 
plexities of  government  and 
business. 

A perception  is  also  grow- 
ing that  while  foreign  inves- 
tors have  a role  to  play  in 
the  privatisation  process,  the 
biggest  winners  will  be  local 
black  empowerment  groups. 

Eyebrows  have  been 
raised  in  business  circles  at 
government's  willingness  to 
stick  with  Cosa  tu’s  Kopana 
ke  Matla  in  the  Aventura 
deal  in  spite  of  missed  dead- 
lines and  financing  prob- 
lems. Controversy  also  sur- 
rounds Pretoria's  decision  to 
award  a two-year  manage- 
ment contract  for  Alexkor.  a 
diamond  mining  group,  to  a 
relatively  inexperienced 
local  consortium  called 
Nabera  ahead  of  De  Beers 
and  Canadian-listed  Nami- 
bian Minerals  Corp  (Namco). 
Alexkor's  fate  has  been  In 
the  air  for  almost  three 
years. 

The  concerns  surfaced  at  a 
meeting  of  the  US- South 
Africa  business  development 
committee  in  February.  The 
group,  which  reports  to  the 
inter-governmental  bina- 
tional  commission,  urged 
"an  open  and  fair  privatisa- 
tion process  in  the  choosing 
of  strategic  partners  and  . . . 
that  companies  of  all  nation- 
alities will  be  considered  on 
a meritorious  basis  for  par- 
ticipation." 

The  inclusion  of  a black 
empowerment  partner  has 
become  a virtual  necessity 
for  any  serious  bidder.  But 
Tony  Wright,  Biwater’s 
operations  manager  in 
Johannesburg,  also  sees 
advantages  from  such 
arrangements  when  it  comes 
to  implementing  a deal. 
Bi  water  has  taken  on  a local 
community  group  as  a part- 
ner in  its  Nelspruit  water 
venture.  “Through  these 
people,  we’ll  get  the  commu- 
nity to  buy  into  the  system 
and  make  it  work,"  Mr 
Wright  says. 


CAPITAL  PARTNERS 

IF  YOU  WANT  TO  INVEST  IN  AFRICA 
YOU’LL  NEED  THE  RIGHT 
FINANCIAL  ADVISOR 


Some  people  think  it  takes  courage  to  invest  in  Africa. 
We  have  this  to  say: 


“There  is  no  sure  thing  in  this  game.  If  you're  looking  for  reward,  you  must 
embrace  risk.  ” 

“ Balance  with  good  judgement,  analysis , information  and  sheer  hard  work,  risk 
becomes  your  friend.  ” 

“Risk  becomes  your  friend  when  you  work  with  a company  with  expertise  and  the 
necessary  skills.  ” 


Forum  Capital  Partners  is  helping  to  transform  Africa  into  one  of  the  worlds  most 
fertile  investment  regions. 

With  our  unique  wealth  of  expertise,  you  will  always  be  ahead  of  risk. 


Investment  Banking 
Mergers  & Acquisitions 
Structured  Finance 
Capital  Raising 


Privatisation 
Corporate  Finance 
Advisory  Services 


Telephone:  27-11-784-5214  Facsimile:  27-11-784-8821, 

Email:  intouch@iafrica.com 

Forum  Capital  Partners  (Pty)  Ltd  Sandon  City,  Twin  Towers  East  4th  floor 
Private  Bag  X9935  Sandton  2146  Johannesburg  South  Africa 
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I DEFENCE  OFFSET  by  Bernard  Simon 
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Shopping  with  precision 

Strategic  partnerships  teaming  defence  and  commerce  are  seen  as  the  key  to  attracting  foreign  investment 

Ministry  of  Defence  prefwred  suppliers 


If  Pretoria's  wishes  come 
true,  one  of  the  biggest 
drawcards  for  foreign  invest- 
ment over  the  next  few  years 
will  not  be  political  stability, 
sound  macro-economic  man- 
agement or  regional  integra- 
tion, but  defence  procure- 
ment. 

The  defence  force  has  been 
working  since  the  end  of  the 
apartheid  era  on  a block- 
buster order  for  military 
hardware  to  replace  ageing 
equipment  that  could  not  be 
bought  during  the  long  years 
of  the  international  arms 
embargo. 

Following  a protracted  bid- 
ding process,  the  govern- 
ment drew  up  a shortlist  last 
November  of  preferred  sup- 
pliers for  a package  of  hard- 
ware with  an  estimated  price 
tag  of  R29.8bm  The  shopping 
list  includes  fighter  and 
trainer  aircraft,  corvettes, 
two  types  of  helicopter,  and 
submarines. 

A key  criterion  in  the  eval- 
uation process  was  bidders' 
‘industrial  participation"  or 
“offset”  packages,  in  other 
words,  commercial  projects 
that  would  hinge  on  the 
defence  contracts. 

The  foreign  bidders  (and 
their  governments)  have  left 
virtually  no  stone  unturned 
in  their  search  for  suitable 
offset  projects.  The  defence 
ministry  estimates  that  the 
preferred  bids  announced 
last  November  will  result  In 
a gigantic  RllObn  of  indus- 
trial benefits  over  seven 
years,  comprising  direct 
investment,  exports  and 
local  sales.  It  claims  that 
65,000  jobs  will  be  created. 

The  offset  proposals 
include  investments  in. 
among  others,  automotive 
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components  manufacturing, 
telecommunications,  stain- 
less steel,  gold  jewellery, 
chemicals,  plastics  and  high- 
quality  textiles. 

Defence  minister  Joe  Mod- 
ise  summed  up  Pretoria's 
high  hopes  for  a commercial 
bonanza  from  the  defence 
deal  in  February:  "Such  stra- 
tegic partnerships  will  be  of 
immense  value  to  our  econ- 
omy through  significant 
investment,  expanding  our 
industrial  base,  enhancing 
our  high-tech  manufacturing 
capacity,  ensuring  job  cre- 
ation, and  eliciting  greater 
access  to  international  mar- 
kets." 

Detailed  talks  with  the 
preferred  bidders  on  their 
offset  packages  are  now 
under  way.  The  govern- 
ment's "international  offers 
negotiating  team”  is  led  by 
Jayendra  Naidao,  former 
chief  executive  of  the 
National  Economic  Develop- 
ment and  Labour  Council 
(Nedlac).  Some  of  the  hith- 
erto unsuccessful  bidders  are 
hoping  for  a second  chance 
if  their  rivals  fail  to  live  up 
to  earlier  promises. 

The  defence  deals  are  the 
most  publicised  part  of  a 


general  government  policy 

to  use  public-sector  con- 
tracts as  leverage  for  new 
investment,  technology 
transfer  and  other  commer- 
cial benefits. 

The  South  African  policy 
is  closely  modelled  on  Cana- 
dian practice.  Under  guide- 
lines that  took  effect  in  Sep- 
tember 1996.  all  government 
and  parastatal  contracts 
with  an  import  content 
exceeding  USJlOm  must 
Include  an  industrial  partici- 
pation component. 

The  value  of  the  offsets 
must  total  at  least  30  per 
cent  of  a bid's  imported  con- 
tent 150  per  cent  in  the  case 
of  defence  contracts).  The 
programme  is  administered 
by  the  department  of  trade 
and  industry. 

The  industrial  participa- 
tion portion  of  a bid  is 
judged  according  to  "credits” 
awarded  for  each  type  of 
benefit.  For  instance,  the 
□umber  of  credits  for  job  cre- 
ation equals  the  estimated 
value  of  salaries  and  wages. 

New  investments,  research 
and  development,  and  links 
with  previously  disadvan- 
taged individuals  (either  as 
shareholders  or  contractors) 


earn  double  credits.  Bidders 
must  fulfil  their  obligations 
within  seven  years,  and 
must  put  up  a performance 
guarantee  equal  to  5 per  cent 
of  the  offset  component. 
Once  the  contract  is 
awarded,  the  supplier  must 
file  bi-annual  progress 
reports. 

It  remains  to  be  seen 
whether  implementation  of 
offset  proposals,  especially 
for  the  defence  contracts, 
matches  their  promise.  Scep- 
tics abound,  some  of  them 
not  surprisingly  among 
unsuccessful  bidders  for  the 
defence  contracts. 

It  will  be  especially  inter 
esting  to  see  what  guaran- 
tees. if  any,  Mr  Naidoo's 
negotiators  are  able  to 
extract  from  th&  defence  con- 
tractors that  their  industrial 
participation  proposals  will 
go  ahead. 

The  sceptics  point  to  flaws 
in  offset  programs  in  gen- 
eral. and  South  Africa's  in 
particular. 

One  consultant  says  that 
“offset  is  not  something  that 
any  investor  really  wants  to 
hear  about”.  He  predicts  that 
it  “is  not  going  to  be  the 
golden  horseshoe  that  the 


government  thinks  it's  going 
to  be". 

One  risk  is  that,  because 
the  policy  is  based  on  prom- 
ises of  future  benefits  that 
are  often  difficult  to  quan- 
tify, bidders  may  be  encour- 
aged to  inflate  the  value  or 
their  offset  proposals  during 
the  tendering  process. 

A more  serious  risk  is  that 
suppliers  will  lose  enthusi- 
asm for  the  offset  component 
once  their  contracts  are  in 
the  bag.  Any  number  of 
excuses  can  arguably  be 
used  to  delay  or  shelve 
promised  projects. 

In  spite  of  these  doubts, 
the  assertive  industrial  par- 
ticipation policy  does  appear 
to  have  encouraged  foreign 
investors  and  their  govern- 
ments to  think  harder  about 
the  South  African  market 
than  they  might  otherwise 
have  done. 

The  publicity  value  of  off- 
sets was  underlined  during 
UK  prime  minister  Tony 
Blair's  visit  to  South  Africa 
in  January.  Both  South  Afri- 
can and  British  officials 
made  much  of  the  billions  of 
rand  in  investment  and 
trade  they  expected  to  be 
generated  by  the  tentative 
contracts  awarded  to  British 
Aerospace  (part  of  the 
fighter  consortium)  and 
GKN  Westland  helicopters 
(chosen  to  supply  a new  fleet 
of  maritime  helicopters). 

As  one  foreign  trade  offi- 
cial puts  it.  the  programme 
“has  created  a situation 
where  suppliers  have  to  be 
much  more  attentive  and 
involved  in  offering  value  for 
the  money  paid  by  the  state. 
We've  seen  quite  a lot  of 
activity  that  would  other- 
wise not  have  taken  place". 
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SPATIAL  DEVELOPMENT  INITIATIVES  by  Caroline  Southey 

Slow  progress  sparks 
incentives  debate 


The  SDI  formula  has 
the  Maputo  corridor 

"Five  years  after  Lhe  African 
National  Congress-led  gov- 
ernment took  power,  offi- 
cials responsible  for  the 
country’s  industrial  policy 
are  still  struggling  to  shape 
a coherent  strategy  which 
would  entice  investment  and 
boost  development. 

That  task  has  been  compli- 
cated by  the  need  to  sweep 
away  policies  adopted  by  the 
National  party  which  lent 
heavily  towards  state  inter- 
vention through  a panoply  of 
investment  incentives,  subsi- 
dies to  producers  and  high 
import  tariffs. 

The  end  of  apartheid  coin- 
cided with  new-  global  crad- 
tng  rules  laid  down  by  the 
World  Trade  Organisation 
Any  new  industrial  policy 
bad  to  meet  two  objectives  - 
servicing  the  needs  of  previ- 
ously neglected  communities 
and  compliance  with  WTO 
rules. 

The  focus  of  this  emerging 
policy  has  been  the  creation 
of  development  regions,  or 
spatial  development  initia- 
tives (SDIs).  of  which  there 
are  11  in  various  stages  of 
delivery.  The  concept  mir- 
rors the  idea  of  development 
zones  in  Latin  America  or 
“growth  areas”  in  south-east 
Asia. 

SDIs  are  meant  to  provide 
a favourable  climate  for 
investors.  Many  of  them 
include  industrial  develop- 
ment zones,  linked  to  key 
ports,  aimed  at  increasing 
South  Africa's  export  poten- 
tial. 

"The  SDI  programme  is  a 
short-term,  intensive  inter- 
vention by  government, 
which,  if  well-managed, 
results  In  long-term  benefits, 
such  as  economic  growth 
and  job  creation,"  says  Paul 


produced  at  least  one  notable  success  in 
but  overall  they  ‘have  not  been  a success' 


Jourdan.  in  charge  of  special 
projects  at  the  Department 
of  Trade  and  Industry. 

He  says  the  government's 
aim  is  to  offer  investors 
infrastructural  and  cost 
advantages  as  well  as  envi- 
ronments where  bureau- 
cracy « stripped  array.  "The 
idea  is  that  we  create  a bed 
of  grease  in  which  a com- 
pany can  make  widgets 
unimpaired."  says  Mr  Jour- 
dan. 

The  SDI  formula  has  pro- 
duced at  leasr  one  notable 
success,  the  Maputo  Corri- 
dor. an  ambitious  regional 
development  project. 

Four  years  after  its  incep- 
tion. the  corridor  is  bearing 
fruit.  A private  sector  con- 
sortium. Trans  African  Con- 
cessions. comprised  of  local 
construction  and  property 
companies  Basil  Read  and 
Stocks  and  Stocks  and 
French  construction  group 
Bouygues.  has  begun  work 
on  a 440-km.  Rl.Sbn  toll  road 
between  Witbank  in  South 
Africa  and  the  Mozambique 
capital  Maputo.  The  Maputo 
port  is  being  rehabilitated 
while  work  has  begun  on  a 
Sl.3bn  alumiDium  smelter 
near  the  capital  which  will 
be  built  by  an  international 
joint  venture  led  by  Billiton. 

But  other  SDIs.  such  as 
the  Fish  River  project  in  the 
Eastern  Cape  and  the 
Lubombo  zone  linking  South 
Africa.  Swaziland  and 
Mozambique,  have  been  less 
successful.  “Overall  the  SDIs 
have  not  been  a success. 
Take-ups  have  been  very 
slow."  says  Jenny  Cargili. 
chief  executive  of  Business- 
Map.  a Johannesburg-based 
company  offering  strategic 
investment  advice. 

The  planned  project  at 


BLACK  EMPOWERMENT  by  Victor  Mallet 


From  the  corner  shop 
to  the  corporate  world 

Black  companies  are  making  big  investments  but  may  come 
unstuck  if  limitations  on  funding  arrangements  are  not  addressed 


Within  its  domain  the  African  lion  commands  respect.  The  African  continent  too.  is  a complex  and  challenging  animal.  That's  why.  if  you're  looking  to 
invest  In  sub-Saharan  Africa,  it  makes  sense  to  find  a partner  who  understands  the  territory.  R MB  lntemat.onaf  does.  We're  part  of  fland  Merchant  Bank, 
one  of  the  region's  leading  merchant  banks.  So  for  expert  advice  on  mergers  and  acqmsitions  and  corporate  finance  in  this  part  of  the  world,  speak  to  us. 
We  don  t pretend  to  predict  the  future,  but  we  can  help  you  create  it. 
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TRADITIONAL  VALUES'.  INNOVATIVE  IDEAS. 


Cyril  Ramaphosa  is  the 
epitome  of  black  empower- 
ment in  South  Africa.  The 
man  who  led  two  nationwide 
strikes  as  head  of  the 
National  Union  of  Mlnework- 
ers  during  the  apartheid  era 
and  who  negotiated  the  end 
of  white  rule  on  behalf  of  the 
African  National  Congress 
(now  the  ruling  party)  is 
today  a director  of  such  bas- 
tions of  capitalism  as  Anglo 
American  and  South  African 
Breweries. 

He  is  also  chairman  of 
Johnnies  Industrial  Corp 
(Johnnie l . a media-oriented 
black  empowerment  group 
carved  out  of  the  Anglo 
empire,  and  was  deputy 
chairman  of  New  Africa 
Investments  Ltd  iNaili  until 
he  was  forced  to  resign  by 
his  fellow  directors  last 
month  for  reasons  which 
have  yet  to  be  ftijjy 
explained. 

For  Mr  Ramaphosa.  there 
is  no  doubt  about  the  prog- 
ress made  by  black  business 
people  since  South  Africa’s 
ffrst  democratic  election  in 
1994.  "What  has  been 
achieved  is  to  get  black 
people  to  be  players  not  in 
marginalised  businesses  but 
in  real  serious  businesses." 
he  says.  "Prior  to  1994  black 
people  were  really  restricted 
to  what  I would  call  the  cor- 
nershop  businesses. 

'The  number  of  black 
businesses  that  are  being 
established  is  just  stagger- 
ing. Every  day  I read  of  a 
new  black  organisation  that 
is  springing  up.  involved  in 
one  deal  or  another." 

The  ANC-led  government 
wants  black  entrepreneurs 
to  be  given  the  chance  to 
participate  in  many  big  new 
investments,  whether  the 
investor  is  foreign  or  local 
and  in  any  sector. 

Guidelines  on  asset  trans- 


fers to  help  right  the  wrongs 
of  the  past  are  strictly 
applied  in  privatisations  and 
the  awarding  of  government 
contracts. 

Big  business  has  taken  up 
the  challenge,  and  the 
results  speak  for  themselves. 
According  to  BusinessMap. 
the  South  African  consul- 
tancy. black  companies 
made  130  significant  invest- 
ments worth  at  least  R21bn 
last  year.  In  January  this 
year.  16.3  per  cent  of  the 
market  capitalisation  of  the 
Johannesburg  Stock 
Exchange  was  under  black 
control  or  black  influence, 
compared  with  1 per  cent  in 
September  1995. 

Black  empowerment,  how- 
ever. has  not  been  free  of 
difficulties.  Mr  Ramaphosa 
(who  once  said  he  did  not 

have  the  •'slightest  clue” 
ivbal  a price- earnings  ratio 
was)  is  refreshingly  frank 
about  how  much  be  has  had 
to  learn  about  the  world  of 
business.  Too  few  black 
South  Africans,  he  says,  are 
actually  running  the 
day-to-day  operations  that 
ultimately  make  the  profits. 

"One  of  the  areas  where 
black  business  needs  to 
develop  Is  to  be  more  opera- 
tionally inclined."  he  says, 
"or  to  be  in  manufacturing 
where  they  can  run  a busi- 
ness properly.  Most  of  those 
that  have  listed  on  the  stock 
exchange  have  tended  to  be 
holding  companies.  That’s 
an  area  or  weakness  that 
needs  more  attention." 

A still  more  serious  prob- 
lem is  the  way  that  black 
empowerment  deals  have 
been  financed  in  the  past 
few  years.  For  historical  rea- 
sons. few  black  South  Afri- 
cans have  significant  capital 
of  their  own. 

For  the  aspiring  black 
"capitalists  without  capita]" 


who  wanted  to  start  a busi- 
ness or  buy  an  existing  one, 
financial  institutions  devised 
complicated  and  highly 
leveraged  transactions 
dependent  on  rising  share 
prices  and  moderate  interest 
rates. 

But  last  year's  crisis  of 
confidence  in  emerging  mar- 
kets sharply  increased  South 
African  interest  rates  and 
put  share  prices  under  pres- 
sure. thus  threatening  sev- 
eral politically  sensitive 
black  empowerment  deals, 
including  the  purchase  of 
Johnnie  by  black  investors. 

Mr  Ramaphosa  says  the 
problem  is  that  Johnnie's 
board  believes  the  company 
is  poised  for  “tremendous 
growth"  in  about  two  years, 
but  that  the  funding 
arrangements  for  the  black 
investors  expire  in  less  than 
a year. 

"If  the  funding  arrange- 
ments are  adhered  to  the 
whole  thing  just  collapses 
like  a pack  of  cards,  so  one 
would  hope  they  would  roll 
over  the  funding  that 
they've  made  available.” 
Without  a rollover  or  some 
new  funding  mechanisms. 
Mr  Ramaphosa  says,  deals 
would  become  unravelled 
simply  because  share  prices 
had  failed  to  perform. 

While  refinancing  discus- 
sions continue,  he  is  eyeing 
the  possibility  of  adding  a 
more  hands-on  job  to  his 
boardroom  responsibilities 
at  various  companies. 

But  Mr  Ramaphosa.  who 
was  once  secretary-general 
of  the  ANC  and  who  saw  his 
rival  Thabo  Mbeki  become 
President  Nelson  Mandela's 
successor,  rejects  the  widely 
held  view  that  he  will  return 
to  politics.  -No.  I don't  want 
to  go  hack  into  politics.”  he 
Insists.  "Business  is  much 
more  Fascinating." 
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Coega  near  Port  Elizabeth  in 
ibe  Eastern  Cape  has  run 
into  difficulties  after  a key 
industrial  partner,  the  Japa- 
nese company  Mitsui,  pulled 
out,  leaving  Billiton  exposed 
with  its  proposal  for  a R3bn 
zinc  smelter. 

Coega  could  turn  into  an 
unwelcome  cause  celeb  re  for 
the  ANC  government  as  it 
raised  high  expectations  for 
a region  ravaged  by  high 

unemployment  and  a short- 
age of  industrial  develop- 
ment. 

Lack  of  progress  has 
sparked  an  intense  debate 
about  incentives  and 
whether  government  is 
doing  enough  to  entice  pri- 
vate sector  participants,  par- 
ticularly foreign  investors. 
The  debate  was  brought  into 
sharp  relief  last  month  when 
Trevor  Manuel,  finance  min- 
ister. announced  that  one  of 
the  SDI  investment  incen- 
tives. a six-year  tax  holiday, 
would  be  scrapped  from  Sep- 
tember this  year. 

But  Mr  Jourdan  believes 
the  scrapping  of  preferential 
tax  incentives  is  to  be  com- 
mended. "Instead  of  having 
a range  of  exceptions,  we 
believe  we  should  have  a 
lower  tax  rate,  obviously 
within  our  fiscal  constraints, 
to  create  the  best  possible 
investment  environment. 
Capital  prefers  that  because 
it  means  there  is  less  lobby- 
ing, less  patronage." 

Mr  Jourdan  admits  gov- 
ernment is  "betwixt  and 
between"  on  the  issue  of 
incentives.  He  believes,  how- 
ever. that  the  policy  is  evolv- 
ing in  a way  that  will  min- 
imise state  involvement  and. 
as  a result,  create  fewer  dis- 
tortions in  the  market 
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